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John  R.  Commons 
The  University  of  Wisconsin 

The  doctrine  of  laissez  faire  had  a  practical  and  a  theoretical 
origin.  On  the  practical  side  was  the  inefficiency  and  the  autoc- 
racy of  government.  On  the  theoretical  side,  the  doctrine  of  the 
Law  of  Nature  and  the  natural  rights  of  the  individual. 

It  needed  no  proof  in  the  eighteenth  century  that  government 
was  incompetent  and  despotic.  The  fact  stood  out  in  every  at- 
tempt of  the  middle  classes  to  take  advantage  of  the  discovery 
of  America,  of  the  new  expansion  of  markets,  and  the  new  in- 
ventions of  machinery. 

Great  Britain,  by  the  accident  of  her  island  more  than  the 
theory  of  her  philosophers,  proved  that,  in  order  to  conquer  and 
settle  the  New  World,  to  expand  her  markets,  to  invent  and  use 
machinery,  government  does  most  when  it  does  least.  The  west- 
ward ho!  of  Britain's  free-booters  and  discoverers,  the  eastern 
and  westward  conquests  of  the  Plymouth,  the  London,  the  East 
India,  and  other  companies  of  "adventurers" — in  short,  the  pri- 
vate initiative  and  private  capital  of  her  ungovemed  subjects — 
gave  to  England  a  navy  and  an  empire.  Then,  when  her  inventors 
and  manufacturers  escaped  from  the  governmental  regulation  of 
the  town  gilds  to  the  unregulated  open  country  of  Manchester 
and  Birmingham,  it  was  private  initiative  and  private  capital  that 
gave  to  England  her  wealth  and  a  world  market. 

Finally  Adam  Smith,  borrowing  from  France  the  philosophy 
of  a  benevolent  law  of  nature,  the  rule  of  Universal  Reason,  justi- 
fied in  theory  what  England  had  already  demonstrated  in  practice. 

And  so  England,  by  her  happy  experiment,  got  the  start  of 
the  rest  of  Europe  by  one  or  two  hundred  years,  but  tied  herself 
to  a  theory  of  laissez  faire  which  assumed  that  the  conditions 
would  always  hold  the  same.  The  experiment  and  its  theory  have 
brought  her,  indeed,  the  wealth  of  nations,  but  the  theory  put  her 
asleep  while  another  experiment  and  another  theory  were  shaping 
themselves  to  snatch  her  wealth  and  perpetuate  her  sleep. 

The  theory  of  the  beneficent  Law  of  Nature  started  from  the 
hypothesis  of  both  the  incompetency  and  the  autocracy  of  gov- 
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eminent.    But  now  we  see,  not  that  the  hypothesis  was  false,  but 
that  it  was  provisional.^   TW^ost  autocratic  government  remain- 
ing over  f  coin,  the  <plgl¥(eentth*\a'hd  nineteenth  centuries  of  Europe 
...  is  :the:  lAo^t  *emci^t. '  * 
•:  ;•.   \:'l!:'-  ••The'old  theory  started,  too,  with  the  assumption  that  jwwer 
/ :  • '  *•  *  and  liberty  are  two  mutually  exclusive  and  hostile  principles  in 

the  life  of  a  nation.  Power  is  the  power  of  despotic  government, 
the  force  that  gives  sanction  to  the  personal  decrees  of  a  sov- 
ereign— ^in  short,  power  is  arbitrary  coercion.  But  liberty  is 
freedom  from  coercion.  It  is  escape  from  the  power  of  the  state 
and  refuge  in  the  benevolence  of  nature.  So,  liberty  is  conformity 
to  the  laws  of  nature ;  power  is  violation  of  nature's  law. 

But  the  new  theory  of  Germany  starts  with  the  hypothesis  that 
the  power  of  the  state  is  not  a  violation,  but  the  ripe  fruit  and 
the  evolutionary  outcome  of  the  laws  of  nature.  Power  is  the 
rule,  not  of  reason,  but  of  will;  and  nature  is  not  reason,  as  it 
was  to  the  philosophers  of  the  eighteenth  century,  but,  to  the 
philosophers  of  the  twentieth  century,  nature  is  milt  and  the  high- 
est will  on  earth  is  the  will  of  the  state.  There  are,  therefore,  no 
natural  rights  of  individuals  superior  to  the  will  of  the  state,  and 
consequently  no  corresponding  duties  of  individuals,  no  morals, 
no  ethics,  no  sanctity  of  private  contracts  nor  of  international 
treaties — nothing,  indeed,  that  looks  for  its  validity  towards  any 
so-called  law  of  nature,  if  that  conflicts  with  the  highest  law  of 
nature,  which  resides  in  the  will  of  the  state. 

But  this  culmination  of  the  will  of  nature  in  the  will  of  the 
state,  with  its  absorption  of  private  will  into  political  will,  re- 
quires something  to  take  the  place  of  liberty.  Although  liberty 
finds  no  support  in  a  fictitious  natural  law  or  natural  rights,  yet 
still  the  greatest  thing  that  contributes  to  the  power  of  the  state 
is  this  very  private  initiative,  private  inventiveness,  the  energy 
of  the  individual.  Sweep  away  his  natural  rights  by  substituting 
the  will  of  the  state  for  the  reason  of  nature,  and  there  must  be 
substituted,  not  indeed  that  arbitrary  coercion  which  provoked 
laissez  fairct  but  such  a  scientific  use  of  the  power  of  the  state, 
based  on  accurate  knowledge  of  human  nature,  as  will  lead  the 
individual  to  exert  himself  to  the  utmost.  Abolish  liberty,  but 
substitute  inducement.  Offer  rewards,  promotions,  distinctions, 
honors,  bonuses,  subsidies,  establish  technical  schools  and  an  edu- 
cational system  that  will  oversupply  the  market  for  brains. 
Obtain  the  maximum  output  of  human  energy  for  the  sake  of  the 
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state,  with  the  minimum  expenditure  from  the  resources  of  the 
state.  Grovem  the  people,  not  by  liberty,  but  by  psychology ;  not 
by  reason,  but  by  scientific  management ;  not  by  laws  of  nature, 
but  by  inducements  to  human  nature. 

So  we  today  are  seeing  the  clash  for  control  of  the  world  be- 
tween these  two  great  experiments  and  their  two  appropriate 
theories.  On  the  one  side  is  laissez  faire,  keep  hands  off,  the  doc- 
trine that  weakens  the  power  of  the  state  to  enhance  the  liberty 
of  the  individual.  On  the  other  the  doctrine  of  power  that 
strengthens  the  state  through  scientific  and  economical  manage- 
ment of  individuals. 

Whatever  the  outcome,  today  is  a  day  of  reconstruction — re- 
construction of  theory  and  reorganization  of  practice. 

The  underlying  theory  of  all  the  political  and  social  sciences 
is  the  theory  of  value.  I  need  not  say  that  economic  theory  rests 
upon  the  laissez-faire  philosophy  of  Adam  Smith  and  the  eight- 
eenth century.  It  rests  upon  the  isolated  and  ungovemed  indi- 
vidual seeking  the  highest  net  income  for  himself.  Sociologists, 
in  recent  years,  have  done  much  towards  devising  a  social  theory 
of  value,  and  economists  have  profited  thereby.  But  there  is 
needed  also  a  political  or  juristic  theory  of  value. 

The  latter  has  already  been  rising  up  out  of  our  American 
democracy  and  the  decisions  of  the  Supreme  Court  of  the  United 
States.  In  the  decisions  establishing  the  power  of  the  state  to 
make  special  assessments  on  account  of  the  value  of  special  bene- 
fits ;  then  in  the  so-called  unit  rule  of  taxation  on  the  total  value 
of  public  utility  property;  then  in  the  quite  opposite  valuation 
of  public  utilities  for  purposes  of  rate  regulation;  in  these  and 
other  decisions  peculiar  to  our  American  system  the  Supreme 
Court  of  the  United  States  goes  back  to  a  theory  of  value  as  a 
contest  of  power  between  individuals  and  classes  in  the  community. 
A  court  of  law,  unlike  the  economist,  begins  its  theory  of  value 
from  the  standpoint  of  two  opposing  litigants,  representing  two 
opposing  classes,  with  opposing  rights  and  duties,  instead  of  an 
isolated  individual  exploiting  nature  which  is  the  state  without 
rights  or  duties.  Out  of  these  contests  of  legislatures  with  courts, 
and  of  litigants  with  litigants,  over  value  as  power  has  come,  not 
a  laissez-faire  theory  of  value  resting  on  the  psychology  of  business 
in  a  state  of  nature,  but  a  juristic  or  political  theory  of  value, 
resting  on  the  struggles  of  American  democracy  for  economic 
power  and  liberty  through  politics.    It  is  a  theory  whose  starting 
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points  are  the  constitution,  the  bills  of  rights,  the  definitions  of 
private  property,  the  sovereignty  of  the  state,  and  which  seeks 
its  standards  of  value  through  notions  of  equal  opportunity, 
equality  of  bargaining  power,  solidarity  of  interests,  and  public 
utility. 

Again,  the  American  theory  of  laissez  faire  springs,  not  from 
the  autocracy  of  government,  but  from  its  inefficiency.  There 
was,  in  our  early  history,  no  effective  a  priori  objection  to  the 
state  undertaking  anything  that  the  people  wanted.  But  when 
the  experiments  broke  down  through  bankruptcy  the  same  people 
wrote  laissez  faire  into  the  constitutions. 

On  the  other  hand,  our  theory  of  natural  rights  has  not  been 
a  theory  of  laissez  faire.  It  appeared  in  our  Declaration  of  In- 
dependence, not  in  order  to  foreclose  anything  from  governments 
controlled  by  ourselves,  but  in  order  to  justify  our  escape  from 
the  autocratic  government  of  England.  Rather  has  our  theory 
of  natural  rights  been  a  theory  of  the  equal  right  of  anybody  to 
get  all  he  can  out  of  the  government.  It  did  not  stand  in  the 
way  of  a  high  protective  tariff,  but  rather  helped  along  a  log- 
rolling tariff. 

So  with  our  natural  resources  and  public  domain.  The  home- 
stead law  and  its  many  collateral  timber,  desert,  and  mining  acts 
were  a  conclusion  from  the  natural  right  of  anybody  to  get  any- 
thing that  belonged  to  the  government.  I  need  only  mention 
the  river  and  harbor  and  the  public  building  appropriations. 
They,  like  the  tariff,  logrolled  the  taxing  power  of  the  state.  And 
even  the  public  offices  in  federal  and  state  governments  came  to 
be  the  natural  and  equal  right  of  any  individual. 

No,  our  theory  of  natural  rights  has  not  been  a  laissez-faire 
theory  of  government,  but  a  pork-barrel  theory.  Not  a  let-alone 
theory  but  a  let's-grab  theory.  And  it  is  embedded  deep  in  our 
every  relation  to  the  government,  while  the  river  and  harbor  bills 
are  its  picturesque  outcropping. 

And  this  theory  was  roughly  suited  to  the  nineteenth  century 
of  America.  It  was  the  century  of  conquest  of  Indians  and  Mex- 
ico, of  expansion  and  occupation  westward,  of  civil  war  that 
centralized  power.  But,  unlike  the  theory  that  the  state  is  power 
for  the  sake  of  more  power,  it  is  a  theory  that  the  state  is  power 
for  the  sake  of  individuals.  Unlike  the  theory  of  laissez  faire  that 
the  state  is  a  necessary  evil,  it  is  a  theory  that  the  state  is  the 
political  method  by  which  individuals  unite  to  use  the  sovereign 
power  for  their  own  purposes. 
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The  weakness  of  the  theory  is  its  immaturity  and  its  ineflBciency. 
The  pork-barrel  theory  is  not  wholly  false.  It  established  for  the 
nineteenth  century  the  truth,  as  we  see  it  in  America,  that  the 
state  exists  for  the  sake  of  its  individuals. 

But  the  theory  is  a  half  truth.  Nature  may  endow  the  indi- 
vidual with  rights,  but  she  does  not  seem  to  burden  the  same 
individual  with  duties.  The  duties  are  imposed  on  other  persons. 
But  if  rights  proceed,  not  from  nature,  but  from  the  state,  then  the 
very  act  that  grants  a  right  imposes  an  equivalent  duty  in  con- 
templation of  it.  This  we  now  have  begun  to  recognize.  The 
equivalent  duty  is  not  only  on  other  persons  to  respect  the  right, 
it  is  on  the  person  who  has  the  right  to  vindicate  himself. 

This  is  the  missing  half  of  the  pork-barrel  theory.  It  was  not 
missed  particularly  in  the  nineteenth  century,  when  those  who  did 
not  have  rights  of  property  could  move  west  and  get  them.  It  is 
missed  in  the  twentieth  century  when  those  who  are  short  on  rights 
are  compelled  to  make  terms  with  those  who  have  them.  And  it 
is  this  other  half  of  the  doctrine  that  has  already  begun,  in  the 
nineteenth  century,  to  force  its  way  up  and  to  offset  both  the 
natural  rights  of  the  individual  and  the  x)ork-barrrel  theory  of 
the  state. 

At  the  very  height  of  the  victorious  westward  sweep  of  the  doc- 
trine of  natural  rights,  the  Supreme  Court  of  the  United  States, 
in  the  ^^Granger"  railroad  cases,  went  to  an  extreme  limit  in 
denying  it,  for,  according  to  that  decision,  the  property  of  indi- 
viduals affected  by  a  public  use  rests,  not  on  their  natural  rights, 
but  on  their  power  to  persuade  the  voters  at  the  elections.  Since 
that  time  almost  every  class  of  property,  in  one  direction  or  an- 
other, has  become  affected  by  a  public  use  and  the  election  returns. 

Along  with  these  decisions  have  come  those  which  established 
the  so-called  unit  rule  of  taxation.  A  public  utility  corporation 
is  no  longer  assessed  merely  on  its  physical  property,  such  as 
buildings,  lands,  and  houses,  but  on  the  capitalized  value  of  its 
total  earning  power  as  a  unit — on  the  market  value  of  its  stock 
and  bonds. 

Likewise  with  the  theory  of  assessment  for  special  benefits. 
This  peculiarly  American  doctrine  springs  from  the  instinctive 
practice  of  American  democracy.  When  a  local  government — 
a  city,  town,  or  village — constructs  a  public  improvement,  say 
a  street  or  a  highway,  the  cost  of  construction  may  be  assessed, 
not  against  all  of  the  taxpayers,  but  against  those  whose  property 
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is  especially  augmented  in  value  by  the  improvement.  The  special 
assessment,  as  pointed  out  by  T.  S.  Adams,  is  a  kind  of  excess- 
profits  tax.  It  is  a  tax  on  the  unearned  increment,  and  large 
sums  of  money  for  public  improvements  are  raised  in  this  way. 

In  every  case  of  a  public  improvement  we  see  a  contest,  or  at 
least  a  contrast,  between  the  special-benefit  theory  and  the  pork- 
barrel  theory.  The  state  and  federal  governments  are  still  in 
the  pork-barrel  stage.  Rivers,  harbors,  and  public  buildings  are 
paid  for  out  of  taxes  upon  the  nation  as  a  whole,  instead  of  by 
assessments  on  the  local  real  estate  owners  who  are  benefited. 

These  three  classes  of  decisions  regarding  the  value  of  property 
have  changed  the  definition  of  property  itself.  Property  is  no 
longer  the  eighteenth  century  notion  of  holding  a  physical  thing 
exclusively  for  one's  own  use,  but  property  is  value;  value  is  power 
over  others;  and  the  court  protects  not  necessarily  the  unregu- 
lated market  value,  but  the  reasonable  value  of  property,  against 
confiscation  by  the  voters. 

The  political  and  judicial  contests  of  the  future,  as  in  the 
recent  past,  turn  on  the  power  of  the  state  and  the  power  of 
private  property;  and  their  issue  is  the  kind  and  extent  of  state 
control  over  the  values  of  private  property.  It  is  this  issue  that 
is  forced  upon  us  more  acutely  by  the  world  war. 

In  the  westward  movement  of  our  population  during  the  eight- 
eenth and  nineteenth  centuries,  the  pioneers  and  settlers  were 
led  on,  not  mainly  by  the  expectation  of  daily  earnings,  but  by  the 
expectation  of  future  increments  of  land  value.  The  pioneers 
were  speculators.  The  same  principle  underlies  all  business.  The 
so-called  watered  stock  which  promoters  and  financiers  give  to 
themselves  and  sell  to  others  in  starting  a  business  is  their  claim 
to  the  speculative  value,  which  they  expect  the  business  eventually 
to  make  good.  Without  this  speculative  element,  in  one  form 
or  another,  private  enterprise  will  not  take  hold  of  an  investment. 

But  speculation  acquired  a  new  importance  in  the  latter  part 
of  the  nineteenth  century.  During  three-quarters  of  the  century, 
as  has  often  been  pointed  out,  there  remained  free  resources  to 
the  west,  and  private  enterprise  was  busy  in  occupying  these  re- 
sources. During  the  latter  part  of  the  century  these  resources 
were  occupied  and  investors  turned  back  and  bid  against  each 
other  for  the  resources  already  occupied. 

So,  in  the  early  period,  the  increase  in  value  of  the  occupied 
resources  was  limited  by  the  opportunity  to  go  elsewhere,  and 
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consequently  the  expected  reward  to  speculation  could  not  be 
excessive.  In  the  later  period  the  increase  in  value  of  resources 
comes  to  be  limited  only  by  the  low  rates  of  interest  that  investors 
are  willing  to  accept.  The  lower  the  rate  of  interest  the  higher 
the  price  the  investor  is  willing  to  pay  for  the  property  that 
yields  the  interest.  In  the  early  period  speculation  served  to 
develop  new  resources.  The  nation  could  afford  the  high  excep- 
tional rewards,  for  they  added  to  the  national  wealth.  In  the 
later  period  it  served  to  force  up  the  values  of  resources  already 
owned,  and  in  so  far  does  not  add  to  the  national  wealth,  but  to 
the  power  of  owners  to  extract  a  share  from  the  national  income. 

Yet  there  remained  still  another  source  of  speculative  profits. 
It  was  the  consolidations,  under  combinations  and  trusts,  of  re- 
sources already  developed.  The  trust  financing  of  later  years 
could  afford  to  pay  high  prices  for  established  plants  and  still 
leave  a  speculative  profit,  by  reason  of  their  new  economies  and 
their  new  power  over  prices. 

But  now  this  source  of  speculation  is  also  closing.  The  former 
low  speculative  values,  with  their  expectation  of  high  profits,  are 
swallowed  up  by  high  investment  values  satisfied  with  relatively 
low  rates  of  interest.  Consequently,  within  the  past  decade  or 
two,  it  is  towards  Mexico,  Canada,  China,  Central  and  South 
America,  Africa  or  Russia,  where  the  speculative  investment  is 
low,  that  American  capital  has  begun  to  look  for  high  profits  and 
future  increases  in  the  value  of  property.  The  frontier  has  moved 
out  of  our  own  country  and  the  speculative  values  of  the  future 
are  in  the  backward  countries  of  the  earth. 

Here  the  government  again  is  brought  in.  If  these  speculative 
values  are  to  be  realized,  it  will  be  because  they  are  protected  by 
the  diplomacy  and  ultimately  by  the  military  power  of  the  state. 
If  thus  protected,  then  the  stocks  and  bonds  that  represent  the 
low  speculative  values  of  these  foreign  holdings  will  be  sold  to 
our  own  people  at  high  investment  values  based  on  the  lower  rates 
of  interest  which  investors  get  at  home.  Thus  the  vested  right 
to  military  protection  abroad  will  grow  with  what  it  feeds  upon. 

Surely,  our  government  rightly  hesitates  before  it  ventures  out 
on  this  new  frontier.  It  may  be  that  our  demand  for  the  ^'open 
door"  will  force  us  hereafter  to  join  with  Europe  in  the  protection 
of  investments  in  backward  countries.  An  enduring  world  peace 
can  scarcdy  be  looked  for  without  both  the  open  door  and  military 
protection  for  such  investments.    And  this,  of  course,  means  op- 
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portunity  for  American  speculation  to  collect  the  savings,  the 
surplus  capital  of  Americans,  for  investment  abroad. 

Yet  our  land  differs  from  Europe.  Europe  is  both  overpopu- 
lated  and  overinvested,  compared  with  ourselves.  Grermany  could 
be  crowded  into  one  or  two  of  our  greater  states.  From  the  na- 
tional standpoint  we  need  to  keep  American  capital  at  home. 
From  the  speculative  standpoint  it  will  not  stay  at  home.  We 
may  refuse  to  protect  it  abroad,  with  the  idea  of  forcing  it  to 
stay  at  home ;  but  that  will  not  suffice.  It  will  then  merely,  seek 
the  cover  of  that  flag,  or  that  alliance  of  flags,  which  comes  out 
victorious  in  the  present  war. 

This,  then,  is  the  momentous  issue  into  which  our  surplus  cap- 
ital and  our  high  investment  values  with  their  corresponding  low 
rates  of  profit  have  brought  us.  Wars  in  the  past  have  been 
fought  over  exports  of  products  and  annexations  of  territory. 
These  issues  are,  of  course,  present  in  this  war,  but,  more  im- 
portant for  the  future  is  the  issue  of  investment  in  backward 
countries,  of  lending  our  savings  to  foreigners — the  export  of 
capital  as  well  as  the  export  of  products. 

Yet  our  country  needs  our  surplus  capital.  We  cannot  pro- 
hibit it  from  going  abroad.  We  can  only  compete  with  the  inter- 
national speculative  financier  who  invites  it  to  go  abroad. 

And  this  competition  can  be  met  only  by  the  state  in  its  several 
divisions  of  local,  state,  and  federal  governments.  Already  the 
federal  government  has  begun  to  compete.  The  irrigation  and 
reclamation  projects,  the  subsidies  to  industrial  education — ^in 
these  cases  the  state  is  using  its  taxing  power  in  such  a  way  as 
to  divert  the  possible  savings  of  the  people  away  from  the  inter- 
national financier  and  into  the  development  of  our  own  resources. 

The  government  has  this  advantage  over  the  financier — ^it  can 
force  savings  to  be  diverted  by  means  of  the  taxing  power,  and 
it  can  induce  them  to  come  at  lower  rates  of  interest  on  its  own 
bonds  or  on  the  bonds  that  it  guarantees.  And  with  the  high 
values  and  consequently  high  initial  investments  now  required  it 
is  only  this  power  to  get  capital  by  taxation  or  at  low  rates  of 
interest  that  can  make  possible,  on  a  sufficiently  large  scale,*  these 
internal  improvements. 

Not  only  a  far-reaching  system  of  rural  credits,  of  land  recla- 
mation, and  of  local  highways,  but  also  a  huge  extension  of  rail- 
ways, is  a  pressing  need.  It  is  estimated  that  the  railways  will 
require,  within  the  next  ten  years,  over  a  billion  dollars  a  year  of 


Economic  Reconstruction  13 

new  capital.  Private  capital  will  not  invest  at  the  low  rates  of 
profit  allowed  under  government  regulation.  Rather  *should  we 
say,  private  financiers  will  not  undertake  to  collect  the  needed 
capital  from  investors  unless  they  are  allowed  the  speculative 
values  of  future  unregulated  profits. 

I  need  not  enlarge  upon  the  reasons  for  which  government  has 
eliminated  speculation  in  the  railroad  business.  It  was  closely 
connected  with  the  effort  to  do  away  with  discriminations.  Pri- 
vate speculation  does  not  go  where  service  is  needed  the  most,  but 
where  the  returns  are  highest.  Consequently  the  private  financier 
seeks  the  business  of  the  great  corporation  or  the  great  city ;  and 
this,  instead  of  mainly  developing  the  country,  mainly  adds  to 
the  values  already  developed. 

The  next  step  was  inevitable:  that  of  limiting  the  profits  as  a 
whole  by  regulating  the  entire  schedule  of  rates.  And  it  is  this 
that  stands  in  the  way  of  obtaining  the  one  or  more  billions  of 
capital  needed  every  year  in  order  to  catch  up  with  the  growth 
of  the  country. 

Our  ex]>erience  in  this  respect  is  not  different  from  that  of 
other  countries.  It  has  been  mainly  the  fact  that  private  finan- 
ciering could  not  get  the  capital  needed  for  the  national  neces- 
sities, whether  military  or  industrial,  that  has  forced  other 
countries  either  to  subsidize  railways,  or  to  guarantee  their  stocks 
and  bonds,  or  to  purchase  them  outright. 

One  or  another  of  these  methods  we  must  look  to  as  inevitable. 
A  general  increase  in  freight  rates  offers  no  assurance  either  that 
the  new  capital  will  be  obtained,  or,  if  obtained,  that  it  will  be 
used  where  it  is  needed  for  the  development  of  the  country. 

The  same  is  true  also  if  the  railroads  are  subsidized  or  if  in- 
terest on  the  new  capital  is  guaranteed.  The  main  object  is  to 
take  out  of  the  hands  of  the  speculative  financier  the  power  to 
decide  where  the  new  extensions  shall  be  built,  the  new  terminals 
be  provided,  the  new  rolling  stock  be  furnished.  This  is  already 
done  in  some  states  in  a  negative  way  by  giving  to  the  state  com- 
missions power  to  veto  issues  of  stocks  and  bonds,  or  to  prohibit 
duplication  of  lines.  But  it  is  not  done  in  the  positive  and  neces- 
sary way  of  ordering  new  lines  to  be  built  where  the  country  most 
needs  them.  Whether  the  state  subsidizes  or  guarantees  or  owns 
the  railroads,  it  must  be  the  government  that  decides  positively 
where  the  money  shall  be  spent. 

But  in  all  of  these  cases  of  proposed  internal  development,  the 
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pork-barrel  theory  of  government  threatens  governmental  bank- 
ruptcy by  diverting  the  benefits  of  national  taxation  and  low  rates 
of  interest  into  further  increased  values  of  local  real  estate. 

Already  certain  reclamation  projects  have  pushed  up  the  in- 
vestment values  of  land  and  burdened  the  actual  settler  with  fixed 
charges  which  drive  him  in  turn  to  demand  relief,  not  of  the  specu- 
lator who  has  benefited,  but  of  the  government  that  has  advanced 
the  capital.  In  these  reclamation  cases  there  was  no  theory  of 
value  to  guide  the  engineers  who  laid  out  the  projects.  Almost 
the  entire  increase  in  value  which  the  government  added  to  the 
property  went  to  the  speculative  owners  instead  of  to  the  actual 
farmers.  And  now  the  government  is  asked  to  forego  even  its 
low  rate  of  interest,  and  perhaps  the  principal  itself,  so  that  the 
farmer  can  make  a  living  after  having  paid  the  speculator.  The 
alternative  is  bankruptcy  for  the  farmer  or  more  taxes  for  the 
people. 

Likewise  with  the  subsidies  to  rural  highways.  In  every  state 
we  see  the  unseemly  struggle  between  localities  to  get  hold  of  this 
state  and  federal  taxing  power  which  gives  a  special  and  perma- 
nent benefit  to  local  real  estate.  Had  the  special-benefit  theory 
been  adopted,  then  the  states  and  federal  government  would  first 
decide  what  highways  are  needed  in  the  public. interest  and  then 
require  the  benefited  property  to  refund  the  expense,  to  the  extent 
of  the  benefit. 

More  serious  is  the  case  of  railways.  The  weightiest  objection 
to  the  government  ownership  of  railways  is  the  dreaded  scramble 
in  Congress  to  get  local  extensions,  terminals,  and  new  lines 
whether  needed  or  not  by  the  nation  as  a  whole.  The  imagination 
is  stunned  by  the  possibilities  of  logrolling  and  national  bank- 
ruptcy from  this  source,  if  the  government  owns  the  railways. 
But  with  the  doctrine  of  special  benefits,  namely,  that  the  benefited 
property  of  each  locality  and  not  the  taxes  of  the  nation  should 
be  required  to  pay  the  expenses  of  permanent  improvements,  the 
government  might  advance  on  a  policy  of  public  ownership  with- 
out fear  that  local  private  interests  would  logroll  the  general 
public  interest.  Indeed,  here  again,  as  in  the  case  of  government 
subsidies  for  rural  credit,  for  reclamation  and  for  highways,  the 
special-benefit  theory  is  a  specific  against  the  fatty  degeneracy  of 
the  pork-barrel  theory.  The  inducement  to  logroll  for  special 
benefits  is  reduced  if  those  who  get  the  benefit  are  required  to  pay 
for  it. 
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The  problem  of  getting  new  capital  for  economic  reconstruction 
after  the  war  is  the  serious  problem  thrown  upon  us  by  the  war. 
Already  the  warring  nations  have  begun  to  stagger  under  the 
load  of  debt  for  military  purposes.  The  burden  of  debt  means 
heavy  taxes.  New  sources  of  revenue  must  be  found.  These 
taxes  may  be  levied  in  such  a  way  as  to  burden  industry  and 
handicap  private  enterprise,  or  in  such  a  way  as  to  place  the 
burden  on  various  kinds  of  excess  profits,  unearned  increments, 
and  special  benefits.  The  latter  tends  to  reduce  the  taxes  on  new 
capital,  going  as  far  in  some  cases  as  to  exempt  it  altogether 
from  taxation,  and  so  to  unburden  industry  and  invigorate  private 
enterprise.  This  is  the  lesson  taught  by  the  American  system 
of  special  assessments  on  account  of  special  benefits.  Capital  is 
raised  for  public  improvements,  not  by  burdening  the  investor,  but 
by  taxing  an  unearned  increment. 

But  it  is  not  only  new  sources  for  obtaining  capital  that  the 
war  has  forced  us  to  seek;  it  is  also  a  new  way  of  telling  where 
it  shall  be  invested  when  found.  Here  the  war  has  also  forced 
the  method  upon  our  attention.  It  notifies  us  that  the  doctrine 
of  liUssez  faire  is  dead.  The  nation  that  killed  it  now  threatens 
to  build  world  empire  on  the  others  that  did  not  know  it  was  dead. 
In  whatever  direction  we  look,  even  in  our  own  country,  we  see 
interested  parties  arranging  its  funeral.  And  it  is  dead  just  be- 
cause it  cannot  secure  new  capital  to  be  invested  where  either 
the  nation  or  those  directly  interested  want  the  investment  to  be 
made.  If  it  is  the  foreign  export  of  products  that  we  want,  then 
the  nation  must  provide  a  merchant  marine  by  means  of  taxes 
or  subsidies.  If  it  is  the  open  door  for  foreign  investment  and 
export  of  capital  to  backward  countries  that  we  want,  then  the 
nation  must  tax  or  bond  itself  for  armies  and  navies  to  protect 
those  investments.  And  if  it  is  the  development  of  our  own  re- 
sources that  we  want,  by  means  of  highways,  railways,  rural  credit, 
reclamation,  or  industrial  education,  then  the  nation  again  must 
tax  itself  or  bond  itself  or  guarantee  private  bonds  in  order  to 
subsidize  the  needed  improvement. 

Laissez  faire  is  dead,  and  the  only  question  is,  where  shall  the 
state  employ  its  taxing  power  and  its  borrowing  power  in  order 
both  to  get  and  to  invest  the  new  capital? 

If  the  foregoing  analysis  of  American  theories  of  value,  of 
property,  and  of  sovereignty,  has  significance,  it  lies  in  this :  that 
American  democracy  and  its  Supreme  Court  have  already  given 
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an  answer,  and  the  answer  is  a  kind  of  speciiSc  against  the  very 
evils  of  the  pork-barrel  that  drove  America  into  the  lap  of  laissez 
faire.  The  answer  is  that  the  new  capital  be  raised  by  various 
kinds  of  special  benefit  assessments  on  all  kinds  of  property  or 
income  that  are  specially  benefited  by  the  activities  of  local,  state, 
and  federal  governments;  that  taxes  be  reduced  or  discontinued 
on  those  forms  of  industry  that  are  not  specially  benefited  and 
that  therefore  must  compete  with  the  international  financier  for 
new  capital  that  can  flow  anywhere  on  the  world  market;  and, 
finally,  that  the  state  employ  its  borrowing  power,  backed  by  its 
taxing  power,  to  buy  and  operate  those  essential  and  basic  in- 
dustries, whether  highways,  railways,  mines,  forests,  or  water- 
powers,  upon  which  all  industries  depend  for  materials,  for  me- 
chanical power,  and  for  markets. 

These  may  rightly  be  said  to  be  the  lessons  both  of  the  war  and 
of  American  democracy. 

I  do  not  overlook  the  fact  which  originated  and  now  supports 
our  laissez-faire  theory,  namely,  the  incompetency  of  government 
to  administer  a  public  business.  Just  because  our  pork-barrel 
theory  encourages  individuals  and  classes  to  logroll  and  get  all 
they  can  out  of  government  without  giving  much  in  return,  it 
follows  that  they  wish  to  see  an  inefficient  government  that  cannot 
protect  itself  against  them.  But  when  we  realize  that  our  liberty 
and  property  depend  upon  a  competent  civil  service  and  an  expert 
administration  of  government,  then  we  make  sacrifices  and  pay 
attention  in  order  to  strengthen  that  administration.  Thousands 
of  our  successful  business  men,  professional  men,  and  labor  leaders, 
through  their  service  on  councils  of  defense  and  other  public  bodies, 
are  now  learning  both  the  vital  importance  of  public  business  and 
the  reasons  for  its  incompetency;  and  government  officials  are 
learning  that  they  cannot  administer  public  business  without  the 
assistance  of  these  same  representative  private  citizens. 

Our  inefficiency  is  a  state  of  mind,  a  pork-barrel  theory,  a 
laissez-faire  philosophy.  By  reason  of  it  we  have  built  up  great 
private  interests  whose  speculative  profits  render  them  hostile  to 
a  strong  and  efficient  government,  except  where  it  helps  them. 
By  a  different  state  of  mind  we  are  already  building  up  great 
public  interests  that  require  and  are  beginning  to  get  the  coopera- 
tion of  private  interests. 

But  it  is  also  objected  that  these  are  the  teachings  and  devices, 
not  of  American  democracy,  but  of  German  autocracy,  whose 
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example  we  must  avoid.  Rather  are  they  the  processes  by  which 
Germany  is  mastering  the  world.  Germany  is  forcing  us  to  be- 
come a  great  military  and  naval  power.  What  if  she  forces  us  to 
become  an  efficient  industrial  power? 

It  depends  on  the  purpose.  Modem  industry  is  much  alike  in 
all  countries  and  its  conditions  of  efficiency  are  much  the  same. 
But  the  purposes  for  which  it  is  used  may  differ.  If  our  purpose 
is  to  make  use  of  our  people  in  order  to  gain  more  power  for  the 
state  over  other  nations,  then,  as  contributing  to  that  purpose 
we  shall  raise  capital  by  taxation  and  invest  it  in  navies  and  arma- 
ments and  shall  back  up  speculative  investments  abroad.  If  our 
purpose  is  to  open  up  our  own  resources  for  future  billions  of 
surplus  capital  and  for  future  miUions  of  population,  then  we 
shall  raise  capital,  also  largely  by  taxation,  but  shall  invest  it 
in  those  basic  industries  which  no  longer  can  be  left  to  speculation. 

Only  government  can  choose  which  of  these  purposes  shall  be 
first.  The  will  of  the  state  decides.  And  already  have  American 
democracy  and  the  Supreme  Court  begun  to  point  out  both  the 
theory  and  the  practice  by  which  the  American  government  may 
give  a  preference  to  domestic  investment  over  foreign  investment. 


FEDERAL  TAXES  UPON  INCOME  AND  EXCESS 

PROFITS 

By  T.  S.  Adams 
Yale  University 

The  subject  allotted  to  me  is  a  large  one  and  I  have  attempted 
little  more  in  the  following  paper  than  to  state  some  of  the  larger 
problems  and  the  solutions  which  at  this  time  seem  most  promis- 
ing. It  is  necessary  to  add,  moreover,  that  I  express  only  my  own 
personal  opinions. 

I.     Nature  of  the  Excess-Profits  Tax 

The  first  American  excess-profits  tax  (of  March  8,  1917)  was  a 
moderate,  flat  tax  on  the  income  of  corporations  and  partnerships 
in  excess  of  8  per  cent  upon  actual  capital  invested;  it  was  later 
changed  by  the  Senate  Finance  Committee  to  a  tax  on  war  profits  ; 
and  finally  after  protracted  discussion  was  changed  back  to  a 
highly  graduated  tax  on  the  ^^supernormal"  income  of  individuals, 
partnerships,  and  corporations.  The  excess-profits  tax  in  its 
present  form  represents  a  conscious  and  deliberate  victory  of  the 
excess-profits  principle  over  the  war-profits  principle. 

The  conviction  that  carried  the  day  for  the  excess-profits  prin- 
ciple was  the  knowledge  that,  adventitiously,  some  industries  (e.g., 
the  automobile  industry)  were  exceptionally  prosperous  just  be- 
fore the  war,  while  some  other  industries  (e.g.,  the  textile  and 
lumber  industries)  were  in  an  abnormally  depressed  condition  dur- 
ing the  "pre-war  period."  Congress  apparently  saw  no  reason 
why  the  industry  which  was  exceptionally  prosperous  just  before 
the  war  should  on  that  account  be  immune  from  taxation  during 
the  war.  Pre-war  prosperity  can  establish  no  just  groimd  for 
exemption  during  the  war. 

This  was  the  principal  judgment  registered  by  the  adoption  of 
the  war  excess-profits  tax  of  October  8,  1917.  Congress  decided 
to  lay  a  special  tax  on  "supernormal"  income,  whether  the  tax- 
payer chanced  to  have  made  exceptionally  high  or  exceptionally 
low  profits  during  the  three  years  1911-18.  At  the  same  time 
Congress  decided  to  measure  normal  income  as  a  part  or  per- 
centage of  invested  capital,  and  not  as  an  average  of  past  profits. 
The  latter  decision  I  regard  as  of  secondary  importance.  In  the 
future  it  is  not  improbable  that  we  shall  employ  past  earnings  as 


Taxes  Upon  Income  and  Excess  Profits  19 

the  chief  determinant  of  invested  capital.  In  essence  there  is  little 
difference  between  an  income  and  a  capital  basis.  But  there  is  a 
vast  difference  between  a  war-profits  and  a  supernormal  income 
tax. 

One  important  aspect  of  this  difference  has  to  do  with  the  pos- 
sible permanence  of  the  tax.  If  we  measure  the  excess  to  be  taxed  as 
the  difference  between  income  during  the  war  and  the  income  just 
before  the  war,  the  tax  is  essentially  temporary.  The  basis  would 
become  more  illogical  with  each  passing  year  and  the  tax  would 
be  likely  to  disappear  with  the  war  which  created  it.  But  if  we 
succeed  in  determining  what  is  the  normal  income  (either  as  a 
percentage  of  the  invested  capital  or  in  any  other  way)  and  lay 
the  tax  upon  the  net  income  in  excess  of  that  normal  return,  we 
have  a  tax  that  may  permanently  endure.  It  represents,  as  it 
were,  the  share  of  the  state  in  the  "supernormal"  success  of  every 
business  enterprise.  It  measures  roughly  the  value  of  the 
facilities,  opportunities,  and  environment  provided  by  the  com- 
munity. 

The  excess-profits  tax  is  primarily  a  business  tax  and  its  real 
nature  can  best  be  explained  by  a  consideration  of  the  most  search- 
ing criticism  directed  against  it :  the  criticism  that  it  violates  the 
great  principle  of  ability  to  pay.    Let  me  borrow  an  illustration 
and  a  discussion  which  I  have  used  elsewhere.     Here  are  two  cor- 
porations each  with  the  same  capital  and  the  same  net  earnings, 
but  corporation  A  is  owned  by  a  large  number  of  small  investors 
(workingmen  and  mechanics,  perhaps),  while  corporation  B  is 
owned  by  a  few  millionaires.     Drastic  taxes  upon  the  profits  of  A 
and  B  will  have  very  different  effects  upon  the  two  sets  of  stock- 
holders.    The  mechanics  and  workingmen  who  jointly  own  cor-^ 
poration  A  will  be  deprived  of  extra  war  dividends  which  they  may 
really  need  to  meet  the  increased  cost  of  living;  whereas  the 
owners  of  B  will  merely  be  deprived  of  unnecessary  luxuries  or 
the  wherewithal  to   make   new   investments.     The   challenge   or 
criticism  under  discussion  amounts  then  to  this:  that  an  income 
or  excess-profits  tax  of  any  variety  upon  a  business  unit  is  il- 
logical ;  that  its  principal  incidence  and  burden  are  upon  the  stock- 
holders ;  that  there  may  be  relatively  strong  stockholders  in  weak 
corporations  and  very  weak  stockholders  in  strong  corporations ; 
that  so  far  as  possible  we  should  avoid  the  intermediary,  the  go- 
between,  and  employ  only  the  personal  income  tax.     At  the  basis 
of  this  criticism  will  be  found  an  assumption,  conscious  or  un- 
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conscious,  that  all  direct  taxes  are  to  be  approved  or  condemned 
according  as  they  conform  to  or  depart  from  the  ability  standard. 

But  it  is  a  shallow  interpretation  of  the  ability  principle  that 
tests  its  every  application  by  the  effect  of  the  tax  upon  the  con- 
sumer, which  surveys  the  taxpayer  only  as  one  who  clothes  his 
back  and  feeds  his  body.  There  are  many  valid  varieties  of  the 
ability  principles  and  among  them  are  those  which  survey  the 
taxpayer  in  his  capacity  of  producer,  which  recognize  the  reality 
of  a  composite  business  unit,  which  appreciate  the  truth  that  the 
state  and  community  stand  as  silent  partners  in  every  business 
enterprise. 

Most  good  business  taxes  represent  or  express  at  once  both  the 
ability  and  benefit  principles.  The  English  excess-profits  tax  repre- 
sents, according  to  the  English  courts,  the  share  of  the  state  in 
the  profits  of  private  business;  and  the  similar  American  tax  is 
designed,  I  believe,  to  achieve  the  same  purpose.  It  is  not  a  tax 
upon  the  individual,  to  be  judged  by  the  sacrifices  which  it  im- 
poses upon  him,  but  the  prior  claim  of  the  state  upon  profits 
which  public  expenditures  or  the  business  environment  maintained 
by  the  state  have  in  part  produced.  The  government's  claim  to 
part  of  the  profits,  particularly  in  time  of  war,  is  so  strong  as  to 
justify  the  statement  that  the  stockholders  have  no  claim  on  the 
profits  until  the  government  has  released  them.  When  a  special 
assessment  or  betterment  tax  is  imposed,  no  cognizance  is  taken 
of  the  individual's  ability  to  pay.  For  much  the  same  reason, 
when  an  excess-profits  tax  is  levied  upon  a  corporation  or  partner- 
ship, no  cognizance  need  be  taken  of  the  tax-paying  ability  of 
the  shareholders. 

And  yet,  business  taxes  are  not  antagonistic  to  the  ability  prin- 
ciple. They  recognize,  like  the  betterment  tax,  a  species  of 
ability  to  pay  created  by  the  activities  of  the  community  or  by  a 
^^conjuncture"  maintained  by  the  state.  The  state  or  the  com- 
munity creates,  as  it  were,  the  fund  from  which  the  tax  is  taken. 
Business  cencems,  furthermore,  do  possess  an  organic  unity ;  they 
are,  when  compared  with  one  another,  less  able  or  more  able  to 
pay;  the  ability  standard  does  apply  to  them  as  corporate  or 
business  entities. 

I  have  spoken  of  the  possibility  that  the  excess-profits  tax  will 
become  a  permanent  feature  of  the  federal  tax  system.  After  the 
war  there  is  likely  to  be  a  strong  agitation  for  increased  customs 
duties.    It  is  not  unlikely  at  that  time  that  the  excess-profits  tax 
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will  be  used  by  the  opponents  of  protection  as  a  financial  antidote. 
The  needed  revenues  can  be  raised — ^it  will  be  asserted — ^more 
equitably  by  direct  taxes  upon  supernormal  income  than  by  in- 
direct taxes  trenching  upon  the  necessities  of  the  poor. 

But  the  curious  fact  is,  that  if  protectionistic  doctrines  prevail, 
the  case  will  be  just  as  strong  for  the  excess-profits  tax.  If  the 
government  by  taxing  the  people  to  protect  American  industry 
helps  to  bring  exceptional  profits  to  particular  industries,  there 
will  arise  a  vigorous  demand  to  take  back  some  of  these  profits  for 
the  benefit  of  the  people  which  taxes  itself  to  protect  private  in- 
dustry. I  make  no  prophesies  and  express  no  settled  conclusions. 
But  next  in  importance  to  winning  this  war  is  the  maintenance  of 
a  liberal  and  democratic  financial  policy  during  the  reconstruction 
period  which  must  follow  the  war.  The  much  discussed  question 
of  bonds  versus  taxes  in  war  finance  is  not  only  less  important 
than  the  general  character  of  the  tax  system  which  is  to  follow  the 
war,  but  the  solution  of  the  bond  question  depends  upon  the  char- 
acter of  our  postbellum  tax  policy. 

It  is  sometimes  said  that  the  country  which  imposes  an  excess- 
profits  tax  after  the  war  will  so  hamper  its  business  as  to  deny 
it  any  share  in  the  international  trade  of  the  world — in  short, 
that  it  will  place  domestic  industry  at  a  disadvantage  in  compet- 
ing with  foreign  industry.  ^ 

Whether  this  criticism  be  soimd  or  imsound  depends  on  many 
factors,  among  which  must  be  included  the  relative  burden  of  all 
taxation  in  this  coimtry  as  contrasted  with  the  similar  aggregate 
burden  in  foreign  countries ;  the  equity  and  care  with  which  this 
and  other  taxes  are  formulated  and  administered ;  most  of  all  upon 
the  truth  of  the  theory  upon  which  the  tax  rests.  It  is  asserted  that 
the  success  of  business  enterprise  depends,  in  part,  upon  the  help- 
ful cooperation  of  the  state.  This  is  either  genuine  truth  or  poli- 
tical humbug.  If  it  is  a  genuine  truth,  business  can  afi^ord  to 
pay  for  the  assistance  rendered  by  the  state.  If  it  is  merely 
hollow  rhetoric,  American  business  enterprise  will  fall  before 
foreign  competitors  which  have  the  real  support  of  their  respec- 
tive governments. 

Moreover,  the  excess-profits  tax  may  in  the  future  serve  ap- 
preciably to  allay  hostility  to  big  business,  by  making  the  people 
a  partner  in  the  success  of  business  enterprise.  As  pointed  out 
several  years  ago  by  Henry  C.  Adams,  such  a  tax  fits  in  har- 
moniously with  the  policy  of  rate  regulation  or  price  regulation. 
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We  shall  probably  have  more  such  regulation  as  time  passes ;  and 
this  regulation  must,  in  all  probability,  be  accomplished  through 
general  rules  which,  adapted  to  less  favorably  situated  producers, 
yield  excessive  returns  to  the  more  favorably  situated  producers* 
Under  such  circumstances,  a  tax  upon  excess-profits  makes  the 
results  of  price  regulation  more  equitable  and  more  attractive. 
This  device,  moreover,  would  appear  to  promote  individualism  and 
private  industry.  Not  only  land  sites,  as  Henry  Greorge  em- 
phasized, but  other  commercial  and  industrial  opportunities  differ 
enormously.  We  cannot  give  to  each  industry  the  same  oppor- 
tunities of  location,  proximity  to  markets,  good  shipping  facilities, 
good  credit  institutions,  and  good  government;  but  we  can  make 
the  inequalities  a  little  less  by  imposing  a  tax  upon  their  dif- 
ferential product — ^upon  excess  profits.  Conceivably  then,  the 
excess-profits  tax  may  assist  materially  to  promote  that  equality 
of  opportunity  which  is  as  necessary  to  good  business  as  to  good 
citizenship. 

Lack  of  productivity  will  probably  prove  the  gravest  weakness 
of  the  excess-profits  tax  as  a  permanent  part  of  the  tax  system. 
In  normal  years  we  cannot  expect  a  tax  upon  supernormal  profits 
to  yield  the  enormous  revenue  which  we  expect  to  derive  from 
this  source  during  the  war.  And  yet,  it  is  probable  that  even  in 
lean  years  the  tax  would  supply  a  revenue  altogether  worth  while. 
In  our  vast  country  it  seldom  or  never  happens  that  all  sections 
and  all  industries  move  together.  When  there  is  drought  or  fin- 
ancial depression  in  one  part  of  the  country,  other  sections  enjoy 
abundant  crops.  Where  an  epidemic  prevails,  the  doctors  at 
least  do  a  thriving  business.  There  will  always  be  some  excess 
profits  to  tax. 

II.     Scope  amd  Place  of  the  Excess-Profits  Tax 

The  excess-profits  tax  covers  business  profits,  salaries  and  the 
like,  but  not  the  income  of  the  investor.  There  is  some  doubt 
about  this  interpretation  of  the  law,  but  it  is  probably  the  correct 
interpretation.  The  corporation  and  partnership  are  taxable 
upon  all  profits  from  whatever  source  derived.  But  the  individual 
is  not  taxable  upon  income  derived  from  the  mere  ownership  of 
property.  The  "gentleman  of  leisure,"  the  man  who  happily 
"lives  upon  his  income"  escapes. 

All  this  is  logical  enough  in  one  sense.  Dividends  are  properly 
exempt  to  the  stockholder,  at  least  in  part,  and  most  other  invest* 
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ment  income,  excepting  certain  royalties  which  vary  with  prices,  is 
not  abnormally  high  at  the  present  time.  It  would,  if  subject  to 
excess-profits  tax,  escape  under  the  7-9  per  cent  deduction;  and 
the  inclusion  of  the  principal  in  ^^invested  capital"  would  operate 
to  reduce  the  tax  from  other  sources.  England  explicitly  exempts 
investment  income  from  her  excess-profits  tax. 

Nevertheless,  this  exemption  of  the  investor  does  not  leave  a 
pleasant  taste  in  the  mouth.  Fart  of  the  normal  tax  upon  bond 
interest  is  usually  paid  at  the  source  and  does  not  reach  the 
investor  or  creditor  at  all.  Moreover,  the  change  in  the  income 
tax  by  which  dividends  hereafter  take  the  surtax  rates  applicable 
to  the  year  in  which  the  income  (from  which  such  dividends  are 
paid)  was  earned  by  the  corporation,  may  bring  it  to  pass  that  a 
large  part  of  the  dividends  taxed  in  1918  will  bear  the  low  peace 
rates  prevailing  in  1916.  The  investor,  moreover,  largely  escapes 
state  and  local  taxes  on  his  investments. 

There  seems  no  reason,  then,  why  the  government  should  deal 
more  leniently  with  the  investor  than  with  the  individual  whose 
earnings  arise  from  his  personal  talent  and  ability  (which  perish 
with  him),  or  the  active  business  man  who  stakes  his  time  and 
capital  in  the  hazardous  game  of  competitive  business.  Theoret- 
ically I  believe  the  situation  requires  two  remedies.  Many  royal- 
ties, to  take  a  single  example,  depend  upon  market  prices,  so 
that  at  present  these  royalties  are  abnormally  high.  In  these  and 
similar  cases  there  is  a  supernormal  investment  income  which 
should,  if  possible,  be  subject  to  the  excess-profits  tax.  It  would 
be  superfluous,  perhaps,  to  bring  investment  income  under  the 
present  law  with  its  7-9  per  cent  deduction.  But  this  merely 
means  that  the  7-9  per  cent  deduction  is  too  inelastic  to  fit  the 
complex  facts  of  the  situation.  A  9  per  cent  deduction  is  unduly 
high  for  some  forms  of  income  and  unduly  low  for  others.  It  is 
the  old  question  of  what  constitutes  a  ^^fair  return,"  and  the  ex- 
cess-profits tax  will  never  be  perfect  until  the  principal  deduction 
is  adjusted  to  the  variations  of  this  ^^fair  return"  in  different  lines 
of  investment. 

The  other  remedy  is  a  higher  tax  upon  "earned  income."  Noth- 
ing very  complicated  should  be  attempted,  but  it  would  be  a  com- 
paratively easy  matter  to  insert  in  the  income  tax  a  differential  or 
additional  rate  upon  dividends,  interest,  royalties,  and  some  other 
forms  of  assured  income. 

Sdaries  a/nd  eamrngs  from  personal  service. — The  famous  8 
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per  cent  *^ joker"  clause  of  the  excess-profits  tax  was  added  by  the 
unanimous  action  of  the  Conference  Committee,  in  the  belief  that 
there  was  no  such  difference  between  business  profits  on  the  one 
hand  and  personal  earnings  on  the  other  hand  as  to  warrant  the 
heavy  taxation  of  the  one  and  the  complete  exemption  of  the 
other.  Why,  it  was  asked,  should  the  farmer  pay  excess-profits 
tax  and  the  lawyer  and  the  bank  president  be  exempt?  Per- 
sonally I  am  aware  of  no  satisfactory  answer  to  that  question. 

The  tax  obviously  should  be  laid  upon  supernormal  income 
from  personal  service.  But  what  is  a  supernormal  salary,  or  the 
supernormal  earnings  of  an  engineer?  It  might  not  be  difficult  to 
determine  this  in  the  case  of  a  middle-aged  professional  man  who 
has  reached  the  limit  of  his  earning  capacity.  But  it  would  be 
very  difficult  to  employ  any  pre-war  basis  for  the  yoimg  profes- 
sional man  whose  salary  may  for  obvious  reasons  be  rising  rapidly 
with  the  passing  years.  OfFhand,  I  think  of  no  better  method  for 
measuring  this  tax  than  by  the  application  of  a  graduated  rate 
to  net  income  above  a  reasonably  liberal  exemption.  This  element 
of  the  excess-profits  tax  might  easily  be  incorporated  with  the 
ordinary  additional  taxes  on  net  income.  But  on  the  whole  it  is 
preferable  to  keep  the  excess-profits  tax  on  personal  earnings 
separate.  It  makes  it  plain  that  the  excess-profits  tax  does  apply 
to  personal  earnings  as  well  as  to  business  profits. 

Business  profits, — The  preceding  discussion  of  salaries  calls 
attention  to  the  fact  that,  whereas  corporations  are  authorized  to 
deduct  the  salaries  which  they  pay  to  officers  who  are  also  stock- 
holders, partnerships  and  sole  traders  enjoy,  in  the  opinion  of 
many  authorities,  no  similar  right.  Just  what  ruling  the  Treas- 
ury Department  will  make  on  this  moot  point  it  is  impossible  now 
to  predict ;  but  if  the  Department  finds  itself  powerless  under  the 
law  to  recognize  a  reasonable  salary  allowance  in  the  case  of 
partnerships  and  sole  traders,  it  will  expose  the  latter  to  a  very 
grave  disadvantage  in  their  competition  with  concerns  organized 
as  corporations.  The  matter  is  important  because  salaries  and 
similar  incomes  are  subject  only  to  the  8  per  cent  rate. 

A  much  greater  discrimination  is  found  in  the  fact  that  the 
heavy  additional  income  taxes  do  not  apply  to  corporations.  The 
partner  or  the  sole  trader  is  compelled  to  pay  the  additional  in- 
come tax  upon  his  entire  share  of  the  profits  whether  these  profits 
remain  in  the  business  or  not.  But  the  corporation  pays  only 
the  normal  income  tax  on  its  net  income  and  the  shareholder 
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therein  pays  upon  his  dividends  only  when  they  are  received. 
Various  devices  have  been  introduced  to  neutralize  this  inequality- 
The  normal  tax  upon  corporations  is  6  per  cent,  as  contrasted 
with  the  4  per  cent  rate  applicable  to  individuals.     The  individual 
and  the  partnership  are  given  a  specific  deduction  of  $6000  under 
the  excess-profits  tax,  whereas  the  similar  deduction  of  the  cor- 
poration is  only  $3000.     The  individual  and  the  partnership,  more- 
over, enjoy  a  more  liberal  interest  deduction  than  the  corporation. 
Finally,  an  additional  tax  of  10  per  cent  is  imposed  upon  the 
profits  of  every  corporation  remaining  undistributed  six  months 
after  the  end  of  the  business  year;  but  this  tax  does  not  apply 
to  that  portion  of  the  undistributed  net  income  which  is  actually 
retained  for  employment  in  the  reasonable  requirements  of  the 
business  or  is  invested  in  obligations  of  the  United  States  issued 
after  September  1,  1917.     It  was  frequently  stated  in  the  Senate, 
when  the  adoption  of  this  tax  was  under  discussion,  that  the  sweep- 
ing exceptions  which  it  recognizes  practically  render  it  nugatory. 
This  question  of  taxing  undistributed  earnings  carries  us  to 
the  very  heart  of  the  difficult  subject  of  business  taxation.     The 
best  corporations  of  the  country  are  probably  our  largest  and 
most  effective  savers.     Careful  estimates  indicate  that  the  undis- 
tributed profits  of  corporations  alone  in  the  year  1917  exceed  five 
billion  dollars,  practically  all  of  which  is  reinvested  in  productive 
industry.    To  apply  to  this  fund  the  heavy  super-taxes  authorized 
in  the  general  income  tax,  would  be  a  very  serious  matter. 

But  what  is  sauce  for  the  goose  should  be  sauce  for  the  gander. 
Should  not  the  sole  trader  and  partnership  enjoy  the  same 
privilege  as  the  corporation?  Unfortunately  we  cannot  answer 
this  question  lightly  in  the  affirmative.  To  say  to  every  business 
man  that  the  income  tax  is  to  apply  only  to  amounts  withdrawn 
from  his  business  would  seriously  impair  the  productivity  of  the 
income  tax.  Moreover,  if  the  corporation,  partnership,  and  the 
active  business  man  are  to  be  taxed  only  on  the  sums  withdrawn 
for  consumption,  we  should  be  logically  compelled  to  exempt  all 
salaries  and  other  personal  income  which  is  reinvested  or  saved. 
And  we  could  not  stop  here.  Much  of  our  consumption  is  pro- 
ductive. We  could  not  consistently  exempt  profits  reinvested  in 
the  saloon  business  and  tax  the  average  citizen  upon  the  savings 
which  he  invests  in  the  education  of  his  children. 

This  is  an  old,  old  topic  with  the  economist,  and  the  answer  is 
difficult.    But  the  answer  cannot  be  that  we  should  tax  only  un- 
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productive  consumption.  Fiscal  necessity — and  personally  I 
believe  logic  as  well — requires  the  taxation  of  all  profits  whether 
reinvested  or  not.  In  short,  the  undivided  profits  of  a  corporation 
should  be  taxed  at  the  rates  which  would  apply  if  such  profits  were 
distributed  to  the  shareholders.  This  would  permit  and  justify 
some  reduction  in  the  present  super-tax  rates,  except  perhaps  in 
the  case  of  unearned  income.  Along  with  this  reduction  in  rates 
should  go  a  more  scientific  and  liberal  treatment  of  some  business 
expenses,  such  as  the  interest  deduction  and  the  allowances  for 
obsolescence  and  amortization  of  war  plant  and  equipment.  Cer- 
tainly we  cannot  continue  to  put  so  large  a  premium  on  the  cor- 
porate form  of  business  enterprise. 

Nominal  capital. — The  treatment  of  salaries  and  other  income 
from  personal  services  under  the  excess-profits  tax  is  peculiar. 
Such  incomes  are  not  mentioned  in  the  law  eo  nomine^  and  the 
section  which  controls  them — Section  209 — applies  in  general  to 
the  case  of  any  "trade  or  business  having  no  invested  capital  or 
not  more  than  a  nominal  capital."  The  definition  of  invested 
capital  provided  by  the  law  is  such  that  there  is  likely  to  be,  in 
addition  to  taxpayers  deriving  their  income  from  personal  services, 
a  considerable  number  of  other  business  concerns  with  no  invested 
capital  or  not  more  than  a  nominal  invested  capital.  Concerns 
with  large  intangible  assets,  those  whose  tangible  property  has 
greatly  appreciated  in  value  since  the  original  investment,  and  in 
general  all  concerns  whose  invested  capital  is  reduced  to  a  nominal 
amount  by  the  restrictive  clauses  of  the  capital  definition,  may  be 
brought  under  Section  209  and  be  thus  entitled  to  the  8  per  cent 
rate. 

This  is  out  of  the  frying  pan  into — comparative  immunity. 
The  8  per  cent  rate  is  fairly  satisfactory  for  personal  earnings, 
but  is  too  low  for  concerns  whose  profits  are  derived  largely  from 
unrecognized  intangibles.  The  easiest  remedy  would  be  to  restrict 
Section  209  to  salaries  and  other  income  from  personal  service, 
and  to  place  concerns  whose  invested  capital  is  reduced  to  a 
nominal  amount  through  the  operation  of  the  restrictive  clauses 
of  the  capital  definition  under  Section  210. 

III.     Definition  of  Invested  Capital 

^       The  foundation  of  the  whole  law  is  the  famous  or  infamous  de- 
finition of  invested  capital. 

The  usual  and  most  searching  criticism  of  this  definition  starts 
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with  the  assertion  that  the  invested  capital  rests  upon  the  original 
investment.  The  original  investment,  it  is  asserted,  has  no  mean- 
ing in  the  case  of  mature  corporations  and  partnerships.  It 
changes  ceaselessly.  Tangible  property  appreciates  and  de- 
preciates; intangible  assets  are  constantly  developing  or  con- 
stantly wasting  away.  Whether  a  given  concern  shall  obtain 
recognition  of  its  intangible  assets — so  the  criticism  runs — depends 
largely  upon  the  character  of  its  accounting;  upon  the  fortuitous 
fact  that  a  reorganization  has  or  has  not  taken  place ;  or  upon  the 
manner  in  which  the  reorganization  may  have  been  effected.  The 
capital  definition  penalizes  the  sole  trader  and  the  partnership,  it 
is  charged,  as  compared  with  the  corporation;  it  penalizes  the 
small  corporation  as  compared  with  the  large  corporation,  and  the 
conservative  corporation  as  opposed  to  the  stock-watered  type, 
which  the  promoter  has  made  odious. 

This  criticism  is  exaggerated.  "Invested  capital'*  recognizes, 
it  must  be  remembered,  paid-in  surplus  as  well  as  earned  surplus 
and  undivided  profits.  Much  can  be  done  with  this  clause  relating 
to  surplus  and  undivided  profits.  A  considerable  proportion  of 
American  corporations  have  been  deliberately  under-capitalized. 
It  will  be  possible  under  the  law  in  many  cases  to  rectify  this 
undcr-capitalization.  Where  assets  of  great  value,  for  instance, 
have  been  paid  in  for  a  nominal  amount  of  capital  stock,  the  un- 
recorded residue  can  in  many  instances  be  recognized  as  paid-in 
surplus.  Again  where  ultra-conservative  accounting  has  led  to 
over-depreciation  or  to  the  charging  of  capital  assets  as  current 
expense,  it  is  possible  to  recognize  the  facts  of  the  situation  by 
reconstructing  the  surplus  and  undivided  profits  accounts.  In 
other  words  the  definition  of  invested  capital  is  simply  not  open  to 
some  of  the  cruder  and  more  thoughtless  criticisms  which  have 
been  directed  against  it.  In  a  large  majority  of  cases — I  should 
guess  not  less  than  70  per  cent — ^the  book  value  of  the  capital 
represents  the  fair  value  of  the  capital,  and  this  amount  will  be 
recognized  as  "invested  capital"  under  the  law. 

But  it  is  difficult  to  see  how  under  Section  207,  which  defines 
invested  capital,  anything  can  be  done  where  the  true  capital  as  it 
exists  today  is  seriously  above  the  statutory  "invested  capital," 
either  by  reason  of  great  appreciation  in  value  or  by  reason  of  the 
upbuilding  of  intangible  assets  of  great  value  through  expend- 
itures for  advertising  and  the  like.  The  recognition  of  apprecia- 
tion before  it  is  realized  by  sale,  appears  to  be  discountenanced  by 
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our  higher  courts,  although  there  is  one  recent  decision  to  the 
contrary.  And  it  appears  to  be  administratively  impossible  to 
permit  taxpayers  to  build  up  intangible  assets  from  the  specific 
expenditures  for  advertising  and  the  like  which  they  have  made 
in  the  past.  Nobody  can  tell  with  certainty  in  the  ordinary  case 
whether  such  expenditures  have  been  made  for  maintenance  or  for 
capital  development ;  and  as  often  as  not  good  will,  brands,  trade- 
marks, and  the  like  are  built  up  or  developed  by  good  workman- 
ship and  the  scrupulous  maintenance  of  quality.  The  recon- 
struction of  capital  accounts,  so  far  as  most  intangibles  are  con- 
cerned, is  too  problematical,  in  all  probability,  to  receive  ad- 
ministrative sanction. 

Yet  to  deny  all  recognition  to  such  intangible  assets  would 
create  grave  inequalities  and  cause  many  glaring  instances  of  the 
^^unlike  treatment  of  like  situations.''  Corporation  A  will  re- 
ceive recognition  of  its  appreciation  and  intangibles  because  it 
happened  to  reorganize  a  few  years  ago.  Corporation  B  will 
be  unable  to  include  its  appreciated  or  intangible  assets  because 
it  has  never  gone  through  the  formal  process  of  reorganization 
and  has  handled  its  accounts  conservatively.  Not  to  provide  for 
cases  of  this  kind  would  be  gratuitous  neglect. 

It  is  sometimes  stated  that  appreciation  should  not  be  recog- 
nized because  it  has  not  been  subjected,  as  a  gain,  to  income  tax; 
and  that  built-up  intangibles  deserve  no  place  bacause  the  cor- 
responding developmental  expenditures  have  been  charged  to  cur- 
rent expense.  The  answer  would  seem  to  be  that  the  appreciation 
may  have  taken  place,  and  the  intangibles  may  have  been  developed, 
long  before  income  taxation  of  any  kind  was  introduced  into  the 
federal  scheme  of  taxation.  Moreover,  in  the  early  years  of  the 
corporation  excise  income  tax,  appreciation  was  taxed  when  re- 
cognized in  the  accounts  of  the  corporation. 

The  best  remedy  for  this  and  similar  cases  of  inequality  would 
be  the  creation  of  some  agency  charged  with  the  general  power 
and  duty  of  equalization.  The  English  law,  after  specifying  cer- 
tain exceptional  cases  entitled  to  separate  treatment  on  their  re- 
spective merits,  authorizes  the  apointment  of  a  board  of  referees 
with  power  to  "increase  the  statutory  percentage  or  alter  the 
percentage  standard  for  the  class  of  trade  or  business  the  sub- 
ject of  the  order,  or  alter  the  pre-war  standard  or  percentage,  as 
the  case  requires."  It  is  hardly  too  much  to  say  that,  under  the 
English  law,  the  Commissioners  of  Inland  Revenue  together  with 
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the  Board  of  Referees  may  practicaUy  adapt  the  law  to  the 
exigencies  of  any  special  case.  This  is  the  safety  valve  of  the 
great  English  law.  Probably  we  could  not  invest  an  administra- 
tive board  with  so  much  discretion  in  this  country.  But  there  is 
ample  legislative  precedent  for  the  creation  of  a  federal  board  of 
equalization  endowed  with  powers  to  relieve  marked  inequalities. 

These  well  recognized  cases  of  inequality  could,  if  necessary, 
be  dealt  with  under  the  provisions  of  Section  SIO.  This  section 
as  it  now  stands  is  curiously  defective ;  but  it  was  meant  almost 
certainly  to  empower  the  Secretary  of  the  Treasury  to  work  back 
from  the  income  of  the  corporation  in  doubtful  cases  and  assess  a 
tax  (to  state  it  roughly)  which  should  bear  the  same  relation  to 
the  net  income  of  the  particular  taxpayer  as  the  average  tax  as- 
sessed (in  the  ordinary  way)  upon  representative  corporations  in 
the  same  business  bears  to  the  average  net  income  of  such  repre- 
sentative corporations.  This  is  a  rough  and  ready  method  of 
equalization — ^but  it  is  better  than  no  method.  At  present  the  sec- 
tion is  not  only  incomplete,  but  it  applies  only  to  cases  in  which 
the  Secretary  of  the  Treasury  is  unable  satisfactorily  to  determine 
the  invested  capital.  It  should  be  perfected  and  if  possible  ex- 
tended to  permit  the  correction  of  specified  cases  of  inequality. 
It  might  by  a  few  mandatory  words  be  made  the  most  important 
section  of  the  law — a  corrective  and  equalizer  which  would  go  far 
to  remedy  most  of  the  evil  possibilities  inherent  in  the  law  as  it 
now  stands. 

In  the  last  analysis,  however,  we  inevitably  come  back  to  the 
primary  question.  Can  capital  with  all  its  uncertainties,  its  de- 
pendence upon  the  proper  distinction  between  current  expense  and 
capital  outlays,  its  sensitive  reactions  to  depreciation  and  appre- 
ciation, its  varying  productivity  according  as  it  is  used  with  ef- 
fective or  ineffective  brains  and  man  power — can  such  a  thing 
serve  as  the  sure  foundation  for  what  is  expected  to  be  the  most 
important  tax  ever  levied  by  the  federal  government?  Are  we 
building  upon  rock  or  upon  the  shifting  sands  ? 

This  is  the  much  mooted  question  of  the  capital  versus  the  pre- 
war profits  standard.  In  attempting  to  answer  it  we  must  first  of 
all  remember  that  under  any  system  we  are  forced  to  use  the 
capital  basis  (a)  in  the  case  of  business  concerns  organized  since 
the  outbreak  of  war,  (b)  in  the  case  of  many  industries  which  were 
in  a  confessedly  abnormal  condition  during  the  pre-war  period, 
and  (c)  in  the  case  of  all  industries  so  far  as  capital  additions 
made  since  the  beginning  of  the  war  are  concerned. 
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Passing  to  more  fundamental  considerations »  the  controllings 
factor  is  found  in  the  purpose  of  the  excess-profits  tax.  Its  es- 
sential purpose  is  to  lay  a  graduated  .course  upon  supernormal 
earnings;  and  its  fundamental  problem  is  to  determine  the  fair 
return  upon  actual  investment,  ignoring  war  aberrations.  The 
"fair  return"  we  know,  or  can  ascertain  without  insuperable  dif- 
ficulty from  the  data  already  accumulated  in  the  archives  of  the 
Bureau  of  Internal  Revenue.  The  "actual  investment"  must  be 
determined  in  a  variety  of  ways. 

Every  appraiser  knows  that  in  some  cases  it  is  easier  to  work 
back  to  capital  values  from  past  earnings,  than  to  compute  such 
values  directly  from  market  prices.  In  such  cases  full  use  should 
be  made  of  past  income.  Here  is  the  true  place  and  service  for 
"pre-war  profits."  In  other  cases  capital  values  are  only  re- 
motely connected  with  the  past  earnings  of  the  business  concern 
in  question.  Here  we  should  ignore  "pre-war  profits."  In  general, 
however,  full  use  should  be  made  of  the  convenient  fact  that  in 
the  average  case  capital  is  the  summary  expression  of  normal 
earnings — ^normal  earnings  caught  and  fixed  in  an  instantaneous 
photograph  of  what  otherwise  would  have  to  be  portrayed  on  a 
long  and  intricate  reel  of  historical  film.  Capital — the  actual 
capital  that  we  want  for  excess-profits  taxation — ^is  normal  earn- 
ings capitalized. 

Obviously  it  must  be  a  real  invested  capital  however,  not  the 
conventional  thing  recorded  in  many  books  of  account,  but  an 
invested  capital  which  submits  itself  to  the  facts  of  growth  and 
decay.  The  great  difficulty  is  to  start  right.  If  we  can  but  make 
a  correct  start,  proper  accounting,  stimulated  and  controlled  as 
it  is  by  the  income  tax,  will  in  the  future  make  the  tax  easier  to 
administer  with  each  passing  year. 

IV.  .  The  Income  Tax 

The  income  tax  is  so  old  a  subject  with  economists  that  I  shall 
touch  only  upon  some  of  the  changes  which  have  been  made  in 
the  new  War  Revenue  Act. 

1.  Many  of  these  changes  represent  improvements  often  rec- 
ommended by  members  of  this  Association.  The  tax  has  been 
made  more  democratic  and  more  wholesome  by  reducing  the  ex- 
emptions. Deductions  for  children  and  dependents  have  been 
authorized.  The  system  of  collection  at  source  has  been  almost 
entirely  replaced  by  a  system  of  information  at  source.     Income 
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taxes  paid  in  one  year  can  no  longer  be  deducted  as  expenses  of 
the  next  year;  and  the  tax  is  given  a  new  status  as  the  govern- 
ment's share  in  the  earnings  of  capital  and  labor.  Our  new  bonds 
and  treasury  certificates  have  been  subjected  to  surtaxes  and 
excess-profits  taxes ;  while  interest  upon  indebtedness  incurred  for 
the  purchase  of  tax-free  securities  can  no  longer  be  deducted. 

These  modifications  represent  decided  improvements.  Other 
changes  are  of  more  doubtful  character.  A  specific  prohibition 
of  contracting-out  (i.e.,  the  adoption  of  covenants  by  which  the 
debtor  undertakes  to  pay  all  taxes  paid  at  source  upon  the  debt 
or  the  interest  thereon)  contained  in  the  Senate  bill  was  stricken 
out  by  the  Conference  Committee,  thus  providing  official  sanction 
for  a  practice  which  most  foreign  laws  forbid.  Worst  of  all,  a 
new  method  of  taxing  dividends  has  been  introduced,  which  pro- 
vides in  brief  that  ^^any  distribution  made  to  the  shareholders 
.  .  .  of  a  corporation  .  .  .  shall  be  deemed  to  have  been  made 
from  the  most  recently  accumulated  undivided  profits  or  surplus, 
and  shall  constitute  a  part  of  the  annual  income  of  the  distributee 
for  the  year  in  which  received,  and  shall  be  taxed  to  the  distributee 
at  the  rates  prescribed  by  law  for  the  years  in  which  such  profits 
or  surplus  were  accumulated  by  the  corporation.  .  .  ." 

This  new  method  of  taxing  dividends  will  entail  much  ad- 
ministrative trouble  and  expense,  and  will  eventually  give  rise 
to  insoluble  administrative  problems.  The  tax  rates  prescribed 
by  law  for  any  particular  year  have  no  meaning  except  as  ap- 
plicable to  individuals  with  net  incomes  of  specified  amounts. 
This  is  necessarily  true  of  a  graduated  income  tax.  In  time 
dividends  will  be  paid  out  of  earnings  of  1917  to  shareholders  who 
were  not  alive  in  that  year.  Many  of  the  dividends  paid  this 
year  and  taxed  in  1918  will  take  the  low  1916  rates.  In  the  future 
when  the  practical  unworkability  of  this  provision  is  demonstrated 
it  is  likely  that  the  whole  scheme  will  be  repealed.  Its  net  efi^ect, 
therefore,  will  be  to  shield  from  the  high  war  rates,  temporarily  at 
least,  many  investors  whose  incomes  consist  principally  of  di- 
vidends. This  leniency  towards  the  investor  was  probably  not 
the  result  of  legislative  premeditation,  but — taken  in  connection 
with  the  failure  of  the  excess-profits  tax  to  reach  investors — ^it 
will  probably  hasten  the  introduction  of  a  surtax  on  "unearned 
mcome." 

2.    Unfortunately  also,  the  law  still  sufi^ers  from  a  number  of 
blemishes  which,  entering  into  both  excess-profits  and  income  taxes 
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at  the  high  war  rates,  can  no  longer  be  regarded  as  merely  minor 
defects,  (a)  Thus  the  corporation  is  denied  a  full  deduction  for 
the  interest  which  it  pays  under  certain  circumstances,  although 
the  recipient  of  the  interest  is  taxable,  and  in  the  excess-profits  tax 
all  borrowed  money  is  excluded  from  the  invested  capital  which 
determines  the  deduction.  The  result  may  be  complete  confisca- 
tion of  the  net  profits  of  a  few  heavily  indebted  corporations, 
(b)  Similarly,  the  individual  is  denied  a  complete  deduction  for 
losses  sustained  in  collateral  transactions  outside  of  his  business. 
His  profits  from  all  sources  are  taxed,  but  his  losses  are  allowed 
only  when  he  has. collateral  gains  from  which  to  deduct  them.  So 
far  as  the  excess-profits  tax  is  concerned,  the  law  probably  admits 
of  administrative  correction  at  this  point,  (c)  Most  important  of 
all,  the  law  provides  no  specific  deduction  for  obsolescence,^  and 
by  its  language  plainly  debars  any  recognition  of  the  amortization 
of  war  plant  and  equipment. 

The  failure  of  the  law  to  recognize  such  amortization  is  a  very 
serious  matter  at  the  present  time.  The  government  is  asking 
manufacturers  in  many  different  lines  to  erect  new  plant  which 
will  not  be  needed  after  the  war.  The  manufacturers  insist  upon 
a  large  amortization  allowance  before  they  will  undertake  the 
work.  Yet  the  Treasury  Department  cannot  recognize  this 
amortization,  because  of  the  plain  language  and  intent  of  the  law. 
War  work  is  thus  being  delayed  by  imperfect  tax  laws.  There 
is  an  important  lesson  here  for  those  who  advocate  the  financing 
of  war  by  taxes  rather  than  by  loans :  the  lesson  that  their  policy 
depends  for  its  soundness  upon  infinite  care  in  the  enactment  and 
administration  of  tax  laws.  Surveying  taxpayers  as  consumers 
only,  I  believe  in  the  conscription  of  wealth — ^most  people  do. 
But  taxpayers  are  producers  as  well  as  consumers,  and  taxes 
repress  production  as  well  as  consumption.  Unfortunately  also, 
taxes  frequently  repress  when  we  do  not  want  repression  and  in 
other  instances  fail  to  repress  when  repression  would  lead  to  a 
welcome  reduction  in  the  production  and  consumption  of  non- 
essentials. 

V.     Some  Dicta  amd  Conclusions 

1.  Taxation  has  three  principal  purposes  or  results:  to  raise 
revenue,  to  distribute  equitably  the  costs  of  government,  and  to 

1  Depreciation  is  not  mentioned  €o  nomine  in  the  statute,  but  must  be  read 
into  "a  reasonable  allowance  for  the  exhaustion,  wear  and  tear  of  property 
arising  out  of  its  use  or  employment  in  the  business  or  trade/' 
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repress  production  and  consumption.  As  soon  as  tax  rates  bie- 
come  high,  these  three  purposes  are  seen  to  be  ahnost  hopelessly 
conflicting.  If  you  desire  large  revenue  you  cannot  indulge  in 
much  repression ;  if  you  desire  much  repression  you  must  agree  to 
accept  less  revenue ;  and  whether  you  desire  much  revenue  or  much 
repression  you  must  rest  content  with  a  modicum  of  equity. 

2.  As  an  instrument  of  repression  the  tax  is  a  poor  tool.  It  is 
not  wholly  ineffective — ^you  can  kill  a  man  with  a  dull  axe.  But 
taxation  seldom  does  repressive  work  neatly  or  exactly.  The 
excess-profits  tax — or  the  shadow  which  it  casts  before — is  now 
restraining  some  industries  which  need  expansion,  while  it  fails 
ignominiously  to  repress  other  industries  whose  labor  and  capital 
are  solely  needed  for  war  work. 

S.  So  clumsy  is  the  tax  as  an  instrument  of  repression  that  a 
strong  presumption  is  created  in  favor  of  direct  methods,  when 
repression  is  desired.  If  we  wish  seriously  to  discourage  waste, 
food  control,  rationing,  regulation  of  restaurants,  and  the  like 
are  better  means  than  taxation.  If  we  seriously  desire  to  repress 
nonessential  industries,  priority,  restriction  of  credit,  the  com- 
mandeering of  labor  and  raw  material  offer  better  means  of  ac- 
complishing the  desired  end  than  any  measure  of  taxation  short  of 
a  prohibitive  tax  designed  to  kill  outright.  Taxes  may  be  used 
legitimately  for  repression;  but  they  must  be  used  with  caution, 
and  when  a  practical  choice  is  open  it  is  almost  always  better  to 
select  the  direct  method. 

4.  At  the  moment  we  do  need  priority — drastic  priority;  but 
we  do  not  need  more  taxes  or  the  talk  of  more  taxes.  Before  we 
had  either  a  war  or  an  income  tax  we  talked  about  the  beautiful 
expansibility  of  the  income  tax,  the  readiness  with  which  it  would 
respond  to  the  financial  exigencies  of  the  hour.  War  came  and 
we  had  an  income  tax ;  but  instead  of  expanding  it  we  talked  the 
maximum  rate  up  to  67  per  cent  and  delayed  the  collection  of  the 
tax  mitil  June  16,  1918.  (Sixty-seven  per  cent  rates  with  the 
bond  houses  clamoring  to  sell  tax-free  securities  is  rather  incon- 
sistent.) Less  extreme  rates  with  quicker  collection  would  be  a 
wiser  program* 

5.  The  future  may  bring  a  pressing  need  for  heavier  taxation. 
If  so  let  us  forget  our  superstitious  dread  of  '^retroactive  ad- 
ditions" to  the  income  tax,  introduce  a  system  of  installment  pay- 
ments, shorten  the  interval  between  voting  the  tax  and  collecting 
it,  and  adjust  ourselves  to  the  necessity  of  greater  discrimination 


84  American  Economic  Association 

in  the  selection  of  the  subjects  and  objects  of  taxation.  The 
personal  income  tax  should  be  increased  in  its  middle  reaches, 
i.e.,  rates  should  be  increased  upon  incomes,  say  from  $10,000  to 
$200,000  a  year.  With  respect  to  excise  and  other  taxes  laid 
upon  business,  we  must  classify  and  select  with  infinitely  greater 
care,  in  the  future,  the  industries  and  lines  of  consumption  which 
we  wish  to  restrict.  Even  then  we  shall  hit  some  heads  which  we 
would  fain  spare;  and  to  soften  the  blow  we  shall  be  forced  to 
finance  private  industries  to  a  degree  never  before  anticipated. 

6.  There  has  existed  among  the  economists  a  wholesome  prej- 
udice in  favor  of  taxes  rather  than  loans  as  a  method  of  war 
financiering.  Last  year  at  a  most  opportune  time  vigorous  ex- 
pression was  given  to  this  conviction,  with  practical  results  which 
I  cannot  but  consider  as  in  the  main  salutary.  We  did  not  achieve 
the  actual  adoption  of  a  "fifty-fifty  program'*  for  the  first  year 
of  the  war,  but  we  did  secure  a  war-revenue  bill  estimated  to 
yield  two  and  a  half  billion,  of  which,  according  to  my  rough  esti- 
mates, 74  per  cent  will  come  from  taxes  upon  wealth  and  ability, 
16  per  cent  from  taxes  on  luxuries  or  nonessentials,  and  only  11 
per  cent  from  taxes  on  essential  processes  and  production. 

This  represents,  I  believe,  a  great  victory  for  sound  economics. 
We  have  not  only  levied  taxes  but  they  are  for  the  most  part 
liberal  and  democratic  taxes.  By  and  large,  the  result  is  so  good 
that  we  must  be  careful  not  to  undo  it.  As  regards  taxes,  what 
happens  this  year  or  next  is,  compared  with  the  long  decades  of 
peace  which  lie  before  us,  comparatively  unimportant.  During 
the  Civil  War  the  income  tax  was  maltreated,  with  the  result  that 
it  was  soon  repealed  and  lay  unusued  for  nearly  forty  years.  That 
episode  should  serve  as  a  warning.  We  ought  for  the  sake  of  the 
long  future  (of  which  we  academic  men  are  the  particular  guar- 
dians) to  refrain  from  advocating  taxes  extreme  enough  to  in- 
duce reaction.  What  we  need  is  not  so  much  more  taxes  as  good 
taxes. 

Our  presumption  in  favor  of  tax  financiering  is  largely  derived, 
I  believe,  from  Civil  War  experience.  But  at  that  time  the  na- 
tional credit  was  shaky,  we  hoped  to  obtain  much  money  and  many 
supplies  from  abroad,  our  banking  system  was  insecure,  and  pre- 
vailing methods  of  taxation  threw  the  great  burden  of  carrying 
and  extinguishing  public  debts  upon  the  common  people. 

Every  feature  of  that  situation  is  different  today.  We  can 
hope  for  neither  goods  nor  money  from  abroad ;  the  national  credit 
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is  at  par;  we  have  a  modem  banking  system;  and  our  tax  system 
throws  the  main  burden  upon  the  rich.  Our  vital  problems  during 
the  Civil  War  were  to  protect  the  public  credit  and  shield  the  poor 
from  postbellum  taxation.  We  do  not  need  more  taxes  today 
merely  to  protect  the  public  credit;  and,  so  far  as  the  poor  are 
concerned,  the  most  momentous  problem  before  us  it  to  make  the 
adopted  system  of  taxation  according  to  ability  such  a  striking 
success  that  it  will  inevitably  be  continued  after  the  war.  Time 
was — to  exaggerate  a  little — when  the  rich  bought  bonds  and  the 
poor  paid  the  taxes.  The  time  may  not  be  far  oiF  when  the  poor 
will  buy  the  bonds  and  the  rich  pay  the  taxes  necessary  to  carry 
and    extinguish  them. 

The  question  of  inflation  still  remains.  Personally  I  do  not 
doubt  that  loans  produce  more  inflation  than  taxes.  Notwith- 
standing that  fact,  we  shall  finance  this  war  mainly  by  loans  and 
we  shall  continue  to  finance  our  great  wars  mainly  by  loans,  until 
more  nearly  perfect  tax  laws  have  been  devised,  because  the  neces- 
sity for  loans  varies  with  and  arises  from  the  imperfections  of  tax 
laws.  Good  taxes  may  help,  but  mere  taxes  cannot  cure,  the  evils 
of  inflation.  The  real  remedy  for  those  evils  is  the  direct  remedy ; 
sound  banking  methods. 


FEDERAL  TAXES  UPON  INCOME  AND  EXCESS  PROFITS- 
DISCUSSION 

E.M.  Patterbon. — In  discussing  this  topic  three  assumptions  may 
be  made.  Firsts  the  war  will  in  all  probability  be  a  long  one^  extend- 
ing over  several  years.  If  by  any  chance  this  is  wrong  we  may  at 
least  be  certain  that  we  should  prepare  for  an  extended  struggle.  By 
so  doing  we  shall  not  prolong  the  conflict^  but  shall  probably  shorten 
it.  Second^  the  costs  are  likely  to  be  greater  than  present  estimates, 
instead  of  less,  and  to  increase  as  time  passes.  This  has  been  true 
in  other  countries  and  will  doubtless  hold  with  us.  We  may  not  spend 
this  year  all  of  the  nearly  $19,000,000,000  appropriated,  but  actual 
expenditures  in  successive  years  will  increase.^  Third,  the  money  we 
need  must  be  raised  within  the  United  States.  Our  allies  may  have 
borrowed  and  may  continue  to  borrow  outside  their  own  borders, 
but  no  such  resources  are  open  to  u^. 

These  facts  are  clear  and  are  staggering  in  themselves.  Yet  they 
must  be  supplemented  by  other  considerations  almost  as  important. 
Comparisons  with  other  wars,  such  as  the  Napoleonic,  are  often  made 
and  for  some  purposes  are  most  valuable,  but  certain  changes  have 
come  over  our  economic  life  during  the  last  one  hundred  years.  This 
war  is  more  violent,  more  extensive>  and  more  destructive  than  any 
that  have  preceded  it  and  is  being  waged  in  a  world  unlike  that  of  the 
previous  century.  Two  changes  only  will  serve  as  illustrations.  One 
is  the  fact  of  large-scale  business  organization.  Hundreds  of  millions 
of  invested  capital  and  tens  of  thousands  of  employees  are  frequent. 
But  large  capital  investments  mean  overhead  expenses  that  are  huge 
both  absolutely  and  as  compared  with  total  expenditures.  Under  these 
conditions,  competition  means  inevitable  disaster;  and  with  or  without 
legal  approval  it  tends  to  disappear.  We  may  not  desire  it,  may  even 
protest  against  it,  but  the  fact  remains.  In  times  of  peace  this  fur- 
nishes numerous  and  difficult  problems  which  in  time  of  war  are  ag- 
gravated and  supplemented  with  others.  In  peace  our  chief  concern 
is  over  the  dangers  of  monopoly  control.  Now  these  dangers  are 
intensified  and  to  them  are  added  the  difficulties  brought  on  by  a 
rapidly  altered  demand.  War  needs  increase  the  power  of  a  monopoly 
controlling  necessities.  At  the  same  time,  they  make  precarious  the 
situation  of  those  large  industries  which  manufacture  or  deal  in  non* 

1  Since  this  was  first  written,  it  is  reported  from  Washington  that  appropria- 
tions by  Congress  for  the  next  fiscal  year  may  exceed  ^5,000,000,000.  This 
may  be  inaccurate  but  |s  in  line  with  the  opinion  expressed  above. 
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essentials.  Wiih  a  decreased  demand  for  their  services  they  face 
losses  that  are  all  the  heavier  because  their  investments  in  fixed  and 
often  highly  specialized  capital  are  so  heavy.  Any  influence  pro- 
ducing instability  in  such  an  organization  and  under  such  conditions 
means  widespread  havoc.  An  ill-conceived  tax  plan  has  always  been 
serious,  but  now  its  possibilities  for  harm  to  employees,  to  investors, 
and  to  the  general  public  are  multiplied  enormously. 

A  second  significant  change  is  the  large  number  of  industries  which 
we  now  class  as  public  utilities  and  whose  selling  prices  we  control 
through  state  and  federal  commissions.  Transportation,  express,  elec- 
tricity, gas,  and  other  commodities  and  services  are  only  a  few  of  a 
list  to  which  war  is  rapidly  making  numerous  additions.  Control  of 
the  selling  prices  of  these  products  without  control  over  their  costs 
might  quickly  bring  disaster.  A  financial  policy  that  encourages  or 
permits  inflation  is  especially  serious  to  such  companies.  Some  of 
them  are,  of  course,  overcapitalized  and  many  of  their  burdens  ought 
never  to  have  been  assumed,  but  correction  of  these  mistakes  is  a  slow 
and  painful  process.  In  the  meantime  their  financial  obligations 
must  be  met  or  bankruptcy  ensues.  No  matter  whose  the  blame,  the 
situation  calls  for  careful  treatment  A  rapidly  rising  price  level 
means  that  these  utilities  must  pay  more  for  labor  and  materials. 
Some  of  them,  prior  to  actual  need,  will  ask  for  permission  to  increase 
rates,  but  if  inflation  continues  the  need  will  become  real  and  relief 
must  be  granted.  The  demand  for  a  fiscal  policy  that  will  prevent 
inflation  is  greater  than  ever  before  in  history. 

These  two  changes  merely  suggest  the  extent  to  which  our  economic 
life  has  been  altered  and  indicate  the  intricacy  of  our  business  or- 
ganization. There  may  be  added  the  sig^ficant  fact  that  in  this 
organization  emphasis  is  placed  on  the  importance  of  individualism 
and  on  pecuniary  gain  as  the  dominant  motive.  In  the  stress  of 
world  conflict  we  are  endeavoring  suddenly  to  shift  the  emphasis  from 
the  individual  advantage  to  social  welfare.  Moreover,  there  is  a  public 
conscience  to  be  dealt  with,  more  intelligent  and  more  sensitive  than 
ever  before. 

It  may  be  easy  to  exaggerate  the  significance  of  these  changes,  but 
it  would  be  folly  to  minimize  them.  Haphazard  methods  will  be  more 
disastrous  than  before  and  an  abused  and  long-suffering  public  will 
be  less  than  ever  tolerant  of  mistakes. 

To  meet  this  unprecedented  situation,  what  have  we  done.^  First, 
it  may  be  said  that  more  of  our  proposed  expenditures  are  to  be  met 
from  taxation  than  many  of  us  dared  to  hope.     Perhaps  more  than  this 
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would  have  been  unwise  last  jear^  but  for  the  fature  the  present 
amount  is  too  small  both  absolutely  and  in  its  relation  to  the  total. 
This  is  not  in  accord  with  the  views  expressed  by  Professor  Adams^ 
whose  judgments^  especially  under  the  present  circumstances^  call  for 
the  most  careful  consideration.  Stated  briefly,  the  reasons  for  dif- 
fering are  as  follows:  (1)  With  a  few  mihor  exceptions  the  present 
generation  must  bear  the  war  burdens.  (2)  Assuming  a  reasonably 
intelligent  tax  system,  this  burden  will  be  borne  more  equitably 
through  heavier  taxation  than  through  continued  large  loans.  (3)  As 
stated  by  Professor  Adams,  loans  will  produce  more  inflation  than 
taxes.  Exception  may  be  taken,  however,  to  his  view  that  we  must  rely 
entirely  upon  sound  banking  methods  to  prevent  inflation.  It  is  unfair 
to  employ  fiscal  methods  that  encourage  inflation  and  then  place  upon 
our  bankers  all  of  the  responsibility  for  the  results.  (4)  In  a  large 
number  of  instances  business  has  not  suffered  and  will  not  suffer  to 
the  extent  that  has  been  claimed.  When  so  many  corporations  are 
subscribing  to  bond  issues  and  are  distributing  these  bonds  in  dividend 
payments,  there  is  a  strong  presumption  of  ability  to  pay  taxes.  The 
funds  raised  must  in  any  case  come  from  the  national  income,  and  the 
task  is  the  delicate  one  of  determining  the  particular  source  frcmi  which 
it  may  be  taken. 

In  spite  of  these  reasons  for  still  heavier  taxes  the  fact  remains  that 
Congress  is  to  be  commended  for  having  done  so  much.  Nevertheless 
our  new  law  is  in  most  of  its  sections  merely  an  attempt  to  utilize  the 
old  sources  of  revenue,  most  of  which  are  now  used  to  the  limit  or 
nearly  so.  Exceptions  to  this  are  the  income  tax,  which  seems  capable 
of  further  expansion,  and  the  excess-profits  tax,  the  latter  being  the 
only  real  innovation  in  the  law.  That  new  devices  for  securing  re- 
venue are  needed  also  seems  clear  from  foreign  experience.  England^ 
for  example,  is  searching  for  new  methods  and  some  of  her  leaders  are 
now  very  seriously  discussing  a  "Capital  Tax,  varying  from,  say,  1 
per  cent  on  fortunes  between  £300  and  £1000  up  to  20  per  cent  on 
fortunes  in  excess  of  £100,000;  the  assessment  being  confined  to  the 
capital  values  of  real  estate,  mortgages  and  securities  of  all  kinds, 
and  ships  and  businesses  not  represented  by  company  stocks  and 
shares,  to  the  exclusion  of  furniture,  pictures,  jewelry  and  personal 
effects.^ 

Such  a  proposal  may  seem  radical  and  perhaps  is  unsuited  to  con> 
ditions  either  in  England  or  in  the  United  States,  but  it  is  certain 

2  The  T^ew  Statesman,  December  8,  1917,  p.  2^7. 


Taxes  Upon  Income  and  Excess  Profits — Discussion      S9 

that  a  complacent  reliance  on  the  old  sources  of  revenue  will  be 
disastrous  and  that  new  ones  must  be  found. 

1.  The  present  law  should  be  improved  in  certain  particulars  some 
of  which  have  been  indicated  by  Professor  Adams.  Discriminations 
in  favor  of  unearned  incomes  should  be  removed  and  proper  allowance 
shoold  be  made  for  amortization  charges. 

S.  There  should  be  introduced  as  promptly  as  possible  a  distinction 
between  unearned  and  earned  income.  If  the  present  inccnne  tax  rates 
ait  to  be  retained  on  earned  income^  still  higher  ones  should  be  imposed 
upon  tbc  unearned  and  perhaps  be  made  even  more  progressive  than 
it  present 

S.  Estate  taxes  might  be  increased.  This  will  undoubtedly  add  to 
Ibe  problems  of  the  states  which  use  this  source  of  revenue,  but  tiie 
federal  problem  is  too  important  to  warrant  hesitation. 

4.  Frank  recognition  should  be  given  to  the  fact  tliat  the  federal 
ittcal  problem  is  only  part  of  a  much  larger  and  hro^tt  proh]*:tn. 
Mfrn  as  it  may  seem,  we  must  repress  nonessential  indu%trj«!;%,  r*'Mri<:i 
CTcdit  and  girc  priority.  The  more  quickly  tljis  is  realized,  ^:<iul*^i>€:^A 
in.  lad  aecomplisbed.  the  better  for  us  and  for  our  al^i^rs,  PrM:^A*jrr 
a  itha  matters  sh^iild  be  adapted  to  our  plan%  for  taz^ti<>n  ax^d  r>5e 


5.  Expert  aid  sLoiiId  be  ctilixed  more  izlW^  Tlte  i*A*:T^]  ^'i'jjlsj'.t>' 
^tioB  has  bees  Terr  leadr  to  u^e  outride  a^vifctiuaec.  A^irlhorr  tx/?:*"dt 
ttTe  tided  and  arc  aiding  tL^  gaTeraiii*:irt  in  Lzsy^llxj^  d >ft'.--!t  ;;rvv>:*t»t 
™  ^^^  fitjds.  In  &cal  matters  ajf^rm  are  attibtJxg  in  v^iLVY  Ttr^rt. 
"^  a  brtkader  work  is  needed-  A  carefLlir  h^M'*/A  ipr^jv*^  'A  ix**'U 
™*QJ  beca:iifie  of  iLeir  special  ka^xiriedge  vi  ti*e  t»ul; '>*.'♦..  v*^i  u,  rx 
i-t%rrtiral  and  ir  ris  practicti  tFvects-  could  r*:iid*T  wrr»>>t  vf  wg^x, 
'^^•J?  adrantue.  Tneir  BTirrey  voiilc  tit  brw»^  aiid  Uj*:  r  i^'itfit  ujv* 
^J'?'!ni|i>  mud  consdfCeirtLT  vrtrked  otrt  ti-at  jt  }#*^>.'v^*'  ii»/<:»*^*'  *:ii*. 
Wjok  mrriiadt. 


law  «f  Ocaii*er  J,  IHT-  oeser^e  tije  ^reU'-iiOt  ff  t:**-   f.ii#*"<«^f    jyii'.>»  *< 
aas  die  apprecjatim:  t»f  smnemt  of  fcnaii**  i#*:';*iit»*:  v'  tj**  *^i  •  j':».^i*»x 

r^Ktm.  ill!*   x*»ra.   niniiii*rc   wij****    w,*z  i:  *'  i'#^.-    '^s  '   i*    '.>    <..^ 

of  tilt  jaw  Huxrvjc  T^pnn.  :i/*  c.^^jv^-.j*^   r .  **•*    C-»'>,*    *.  m  ^  f 
OK  a  i>'«va   vrrjjr^an  tr'  -lU'i   o-'<ijr.' *--/<'*       '•'  ♦.^-^-.*c 
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would  have  been  unwise  last  year^  but  for  the  future  the  present 
amount  is  too  small  both  absolutely  and  in  its  relation  to  the  total. 
This  is  not  in  accord  with  the  views  expressed  by  Professor  Adams^ 
whose  judgments^  especially  under  the  present  circumstances,  call  for 
the  most  careful  consideration.  Stated  briefly,  the  reasons  for  dif- 
fering are  as  follows:  (1)  With  a  few  mihor  exceptions  the  present 
generation  must  bear  the  war  burdens.  (2)  Assuming  a  reasonably 
intelligent  tax  system,  this  burden  will  be  borne  more  equitably 
through  heavier  taxation  than  through  continued  large  loans.  (S)  As 
stated  by  Professor  Adams,  loans  will  produce  more  inflation  than 
taxes.  Exception  may  be  taken,  however,  to  his  view  that  we  must  rely 
entirely  upon  sound  banking  methods  to  prevent  inflation.  It  is  unfair 
to  employ  fiscal  methods  that  encourage  inflation  and  then  place  upon 
our  bankers  all  of  the  responsibility  for  the  results.  (4)  In  a  large 
number  of  instances  business  has  not  suffered  and  will  not  suffer  *to 
the  extent  that  has  been  claimed.  When  so  many  corporations  are 
subscribing  to  bond  issues  and  are  distributing  these  bonds  in  dividend 
payments,  there  is  a  strong  presumption  of  ability  to  pay  taxes.  The 
funds  raised  must  in  any  case  come  from  the  national  income,  and  the 
task  is  the  delicate  one  of  determining  the  particular  source  from  which 
it  may  be  taken. 

In  spite  of  these  reasons  for  still  heavier  taxes  the  fact  remains  that 
Congress  is  to  be  commended  for  having  done  so  much.  Nevertheless 
our  new  law  is  in  most  of  its  sections  merely  an  attempt  to  utilize  the 
old  sources  of  revenue,  most  of  which  are  now  used  to  the  limit  or 
nearly  so.  Exceptions  to  this  are  the  income  tax,  which  seems  capable 
of  further  expansion,  and  the  excess-profits  tax,  the  latter  being  the 
only  real  innovation  in  the  law.  That  new  devices  for  securing  re- 
venue are  needed  also  seems  clear  from  foreign  experience.  England, 
for  example,  is  searching  for  new  methods  and  some  of  her  leaders  are 
now  very  seriously  discussing  a  "Capital  Tax,  varying  from,  say,  1 
per  cent  on  fortunes  between  £300  and  £1000  up  to  20  per  cent  on 
fortunes  in  excess  of  £100,000;  the  assessment  being  confined  to  the 
capital  values  of  real  estate,  mortgages  and  securities  of  all  kinds, 
and  ships  and  businesses  not  represented  by  company  stocks  and 
shares,  to  the  exclusion  of  furniture,  pictures,  jewelry  and  personal 
effects.^ 

Such  a  proposal  may  seem  radical  and  perhaps  is  unsuited  to  con- 
ditions either  in  England  or  in  the  United  States,  but  it  is  certain 

2  The  T^ew  Stateaman,  December  8,  1917,  p.  2^7. 
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that  a  complacent  reliance  on  the  old  sources  of  revenue  will  be 
disastrous  and  that  new  ones  must  be  found. 

1.  The  present  law  should  be  improved  in  certain  particulars  some 
of  which  have  been  indicated  by  Professor  Adams.  Discriminations 
in  favor  of  unearned  incomes  should  be  removed  and  proper  allowance 
should  be  made  for  amortization  charges. 

2.  There  should  be  introduced  as  promptly  as  possible  a  distinction 
between  unearned  and  earned  income.  If  the  present  income  tax  rates 
are  to  be  retained  on  earned  income^  still  higher  ones  should  be  imposed 
upon  the  unearned  and  perhaps  be  made  even  more  progressive  than 
at  present. 

3.  Estate  taxes  might  be  increased.  This  will  undoubtedly  add  to 
the  problems  of  the  states  which  use  this  source  of  revenue^  but  the 
federal  problem  is  too  important  to  warrant  hesitation. 

4.  Frank  recognition  should  be  given  to  the  fact  that  the  federal 
fiscal  problem  is  only  part  of  a  much  larger  and  broader  problem. 
Stem  as  it  may  seem^  we  must  repress  nonessential  industries^  restrict 
credit^  and  give  priority.  The  more  quickly  this  is  realized^  acquiesced 
in,  and  accomplished^  the  better  for  us  and  for  our  allies.  Procedure 
in  other  matters  should  be  adapted  to  our  plans  for  taxation  and  vice 
versa. 

5.  Expert  aid  should  be  utilized  more  fully.  The  federal  adminis- 
tration has  been  very  ready  to  use  outside  assistance.  Advisory  boards 
have  aided  and  are  aiding  the  government  in  handling  difficult  problems 
in  other  fields.  In  fiscal  matters  experts  are  assisting  in  many  ways^ 
but  a  broader  work  is  needed.  A  carefully  selected  group  of  men 
chosen  because  of  their  special  knowledge  of  the  subject^  both  in  its 
theoretical  and  in  its  practical  aspects^  could  render  service  of  incal- 
culable advantage.  Their  survey  would  be  broad  and  their  plans  more 
thoroughly  and  consistently  worked  out  than  is  possible  under  the 
present  methods. 

Arthur  N.  Young. — Those  responsible  for  framing  the  revenue 
law  of  October  8>  1917^  deserve  the  gratitude  of  the  American  public 
and  the  appreciation  of  students  of  finance  because  of  the  enlightened 
spirit  in  which  this  legislation  was  conceived  and  because  of  the  care- 
ful attention  given  to  the  perplexing  problems  of  social  justice.  A 
war-tax  system  has  been  initiated  whose  weight  bids  fair  to  be  dis- 
tributed according  to  the  burden-bearing  ability  of  the  people.  Any 
criticism  of  the  law  should  regard  the  difficulties  which  faced  the  gov- 
ernment in  working  out  a  fiscal  program  of  such  magnitude.    It  should 


40  American  Economic  Association 

be  constmctive  and  not  merely  destmctive,  having  in  mind  that  the 
law  is  not  a  finality.  Already  changes  are  being  discussed^  and  mount- 
ing war  expenditures  will  force  a  revision  at  no  distant  date. 

We  appreciate  more  than  ever  before  the  great  advantage  of  having 
developed  the  administrative  machinery  of  the  income  tax.  Yet^  con- 
sidering its  newness^  it  is  not  strange  that  a  consistent  theory  as  to  the 
relationship  between  the  personal  income  tax,  the  corporation  income 
tax,  and  the  excess-profits  tax  has  not  yet  been  woriced  out.  The  dif- 
ficult problems  of  incidence  here  found  demand  a  better  solution  than 
they  have  yet  received.  Satisfactory  answer  to  the  questions  to  which 
Professor  Adams  has  given  such  thoughtful  attention — the  treatment 
of  the  corporation  as  compared  with  the  partnership  and  the  sole 
trader,  of  the  investor  as  compared  with  the  active  business  man,  and 
the  attempt  to  tax  the  excess  earnings  of  individuals — depends  upon 
the  attainment  of  clearer  conceptions  as  to  the  broad  purposes  of  our 


The  famous  "joker"  clause,  which  levies  a  flat  tax  of  8  per  cent 
upon  earned  incomes  of  more  than  $6000,  ought  at  once  to  be  repealed. 
Taxpayers  have  offered  willing  shoulders  for  the  great  burdens  about 
to  be  imposed,  and  such  a  palpably  unfair  clause  may  prejudice  many 
against  the  whole  scheme  of  tax  legislation.  Instead  of  this  provi- 
sion, heavier  rates  upon  unearned  incomes  should  be  introduced  in 
some  simple  form,  as  Professor  Adams  has  suggested. 

For  the  incomes  of  1918  there  should  be  considerably  higher  rates 
both  for  the  normal  tax  and  for  the  lower  part  at  least  of  the  scale  of 
graduated  taxes.  In  our  taxation  of  incomes  of  up  to  $50,000  we 
are  more  tender-hearted  than  most  of  us  realiae.  Under  the  first 
British  Finance  Act  of  1915  the  rates  upon  earned  incomes  of  $4000 
(£800)  and  $15,000  (£3000)  were,  respectively,  7.5  and  12.5  per 
cent.  But  under  the  present  American  law  a  married  man  with  $4000 
will  pay  at  the  rate  of  but  1  per  cent,  and  with  $15,000  only  about 
5  per  cent.  Our  rate  does  not  attain  10  per  cent  until  we  reach  in- 
comes of  nearly  $50,000,  and  in  the  year  1915  only  10,671  in  a  total 
of  986,652  taxable  incomes  were  in  excess  of  this  figure.^ 

The  present  excess-profits  tax  differs  little  in  principle  from  the 
original  excess-profits  tax  imposed  by  the  Act  of  March  8,  1917.  This 
law  defined  excess  profits  as  those  in  excess  of  8  per  cent  on  capital, 
and  taxed  them  at  a  flat  rate  of  8  per  cent  The  most  fundamental 
aspect  of  the  present  law,  I  believe,  is  the  measurement  of  normal 
profits  as  a  percentage  upon  capital  rather  than  as  an  average  of  pre- 

1  Ammmal  Repwrt  of  ComnMsioner  of  Internal  Retenno  for  fUcal  yoar  ended 
Jmus  SO,  1916,  p.  Si. 
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war  profits.  I  cannot  agree  with  Professor  Adams  either  in  regarding 
the  choice  between  these  methods  as  "of  secondary  importance/'  or  in 
preferring  the  invested  capital  basis  to  the  pre-war  profits  basis. 

It  is  tme^  as  Professor  Adams  states,  that  there  is  little  essential 
difference  between  average  income  and  true  capital.  Bnt  true  capital, 
which  means  capitalized  net  earnings,  is  a  very  different  thing  from 
the  idea  of  invested  capital  as  defined  in  the  law.  The  whole  matter 
centers  npon  the  problem  of  the  rate  of  return.  Professor  Adams 
states  that  we  can  ascertain  the  "fair  return"  from  the  files  of  the 
Bureau  of  Internal  Revenue.  But  these  files  cannot  give  us  the  fair 
rate  of  return.  To  get  that  we  must  know  the  other  factor,  average 
capital,  during  the  pre-war  period  and  during  the  taxable  year.  Here 
we  are  at  the  mercy  of  our  friends  the  corporation  accountants ;  and  I 
feel  much  less  confidence  than  Professor  Adams  has  expressed  in  his 
present. paper  as  to  the  goodness  of  the  capital  accounts  of  our  busi- 
ness enterprises. 

The  difficulties  of  using  the  capital  basis  were  well  stated  by  Pro- 
fessor Adams  in  a  paper  read  at  Chicago  last  June.^    He  said: 

Which  basis  should  be  selected  is  largely  a  question  of  administra- 
tive expediency.  And  to  that  question,  in  this  country  filled  with 
corporations  whose  capital  accounts  mean  nothing,  there  is  only  one 
answer — Axmd  the  capital  basis  whenever  by  human  ingenuity  it  is 
possible  to  do  so.     (Italics  mine.) 

.  .  .  The  American  law  of  March  8,  1917,  and  House  Bill  4280 
are  characterized  by  the  following  fundamental  defects :  they  base  the 
tax  upon  the  original  investment  [sic"]  and  recognize  neither  apprecia- 
tion nor  depreciation,  neither  the  building  up,  nor  the  extinction  of, 
intangible  assets.  Consider  this  a  moment.  There  are  hundreds  of 
important  corporations  which  have  no  true  record  of  actual  cash  paid 
in.  For  these  we  should  be  forced  either  to  construct  an  exceedingly 
expensive  and  difficult  financial  history  or  else  turn  to  guesswork, 
in  which  the  corporations  with  the  largest  volume  of  water  would  do 
the  tallest  guessing  and  get  the  highest  exemptions.  In  other  cases 
the  original  investment  has  greatly  depreciated,  and  here  the  govern- 
ment would  lose  enormous  revenues.  Still  others  have  built  up  in- 
tangible assets,  such  as  trade-marks  and  good  will.  If  such  a  corpora- 
tion had  happened  to  pass  through  a  reorganization  in  which  a  "cash 
consideration"  figured  in  some  way,  the  intangible  asset  would  be  rec- 
ognized; otherwise  not.  Here  a  fortuitous  detail  of  procedure,  the 
occurrence  of  a  conversion  or  sale,  might  make  all  the  difference  be- 
tween a  heavy  tax  and  no  tax. 

Nothing  so  discredits  good  taxes  and  so  demoralizes  good  taxpayers 
as  inconsistencies  of  this  kind — ^the  unlike  treatment  of  like  situations, 

» **Thc  Income  and  Excess-Profits  Taxes,"  "Financial  Mobilization  for  War," 
papers  presented  at  a  joint  conference  of  the  Western  Economic  Society  and 
the  City  Club  of  Chicago,  June  31-99,  1917,  pp.  116-18. 
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the  turning  of  the  tax  upon  inconsequential  details^  the  failure  to  rec- 
ognize controlling  facts^  the  willingness  to  recognize  meaningless  for- 
malities. .  .  . 

The  preceding  defects  may  be  remedied  by  employing  an  income 
rather  than  a  capital  basis. 

We  are  fortunate  in  finance^  as  in  military  matters^  to  be  able  to 

profit  from  the  experience  of  Great  Britain.     The  English  war-profits 

tax  applies  successfully  the  principle  of  taxing  the  amount  of  war 

profits  in  excess  of  the  average  pre-war  amount.     It  is  not  indeed  as 

simple  in  administration  as  some  of  its  champions  have  urged.     But 

its  satisfactory  working  is  certified  by  the  fact  that  it  has  continued 

with  no  essential  change  in  principle  since  its  adoption  in  December^ 

1915^  and  that  it  has  been  possible  to  raise  the  rate  from  50  to  60 

per  cent^  and  finally  even  to  80  per  cent.    Should  our  new  law  prove 

unsatisfactory  we  well  may  turn  to  a  war-profits  tax  patterned  after 

the  English  model. 
I 

Edwin  R.  A.  Selioman. — I  desire  to  congratulate  Professor  Adams 
on  his  brilliant  paper  and  I  think  that  I  am  voicing  the  sentiment  of 
the  entire  Association  in  expressing  our  gratification  that  the  federal 
government  has  seen  fit  to  avail  itself  of  the  services  of  so  distin- 
guished an  expert.  It  will  certainly  tend  to  smooth  the  thorny  path  of 
federal  tax  administration. 

Let  me  also  say  that  in  its  fundamentals  I  am  in  thorough  accord 
with  the  paper.  These  fundamentals  I  take  to  be  three  in  number: 
firsts  that  the  excess-profits  tax  is  a  business  tax;  second^  that  it  is  an 
excess-profits  tax  rather  than  a  war-profits  tax;  and  thirds  that  it 
therefore  has  a  prospect  of  permanency.  The  first  two  points  deserve 
perhaps  an  additional  word  of  comment. 

Among  the  many  classifications  of  taxation,  one  of  the  most  impor- 
tant is  that  into  the  taxes  on  persons  and  taxes  on  things — ^the  legal 
distinction  between  taxes  in  personam  and  in  rem.  What  has  not  al- 
ways been  recognized,  however,  is  that  taxes  in  rem  include  not  only 
a  land  tax,  as  levied  in  New  York,  but  also  a  capital  tax  as  levied  in 
various  places,  as  well  as  a  business  tax.  Wherever  the  subject  of 
taxation  is  the  thing,  irrespective  of  the  person  who  is  directly  related 
to  the  thing  we  have  a  tax  in  rem.  A  general  income  tax,  for  instance, 
ordinarily  includes  not  only  an  individual-income  tax  but  also  a  cor- 
porate-income tax,  and  this  corporate-income  tax  is  really  a  tax  in  rem. 
A  recognition  of  this  fact  would  have  saved  much  confusion  in  a  gen- 
eral discussion  of  the  income  tax.  The  excess-profits  tax  is  not  only 
a  business  tax,  but  a  tax  on  the  thing;  and  Professor  Adams  might 
have  pointed  out  that  in  both  respects  it  does  not  differ  essentially  from 
the  corporate-income  tax. 
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In  the  second  place^  the  tax  is  not  one  on  excess  war  profits  but  on 
war  excess  profits.  The  distinction  is  obvious.  A  tax  on  excess  war 
profits  is  a  tax  on  the  excess  of  profits  made  during  the  war  over 
profits  in  the  pre-war  period.  A  war  excess-profits  tax,  on  the  other 
hand,  is  a  tax  imposed  during  the  war  on  excess  profits  in  general. 
The  fact  that  the  enactment  of  the  tax  comes  during  the  war  carries 
with  it  no  implication  that  it  is  not  to  be  continued  after  the  war,  just 
as  our  new  so-called  war  estate  tax  or  war  excise  taxes  simply  mean  that 
these  taxes  have  been  imposed  during  the  war  without  any  guarantee 
that  they  will  cease  after  the  war.  A  war-profits  tax  automatically 
stops  after  the  war  because  there  can  be  no  more  profits  due  to  the  war. 
But  an  excess-profits  tax,  even  though  first  imposed  in  war  time,  may 
continue  as  long  as  there  are  any  excess  profits — ^that  is,  any  profits 
in  excess  of  some  normal  standard  other  than  pre-war  profits. 

While  Professor  Adams  is  entirely  correct  in  these  points,  there  are 
two  criticisms  of  his  otherwise  admirable  paper  that  I  should  like  to 
urge. 

The  first  criticism  is  to  be  directed  against  his  attempted  analogy 
between  the  excess-profits  tax  and  special  assessments,  which  is  again 
connected  with  his  idea  that  the  tax  is  supposed  in  some  way  to  realize 
the  principle  of  benefits.  Both  of  these  positions  seem  to  me  to  be 
untenable  and  based  upon  inadequate  analysis. 

No  achievement  of  modem  finance  is  more  enduring  and  certain  than 
the  distinction  that  has  been  made  by  economists  and  lawyers  alike 
between  special  assessments  and  taxes.  And  nothing  is  more  firmly  es- 
tablished than  the  substitution  of  the  ability  theory  for  the  old  benefit 
theory  in  taxation.  To  do  as  Professor  Adams  now  attempts,  and  to 
blur  these  sharp  distinctions,  is  to  reopen  the  Pandora's  box  of 
confusion. 

The  distinction  is  after  all  a  very  simple  one,  so  far  as  the  principle 
of  benefit  is  concerned.  Where  the  government  performs  a  definite 
service  for  the  individual  by  which  a  distinct  and  measurable  special 
benefit  is  conferred  on  him,  the  payment  is  called  a  price  or  a  fee. 
Where  there  is  measurable  benefit  accruing  to  an  individual  as  a  mem- 
ber of  a  definite  area  from  a  group  service  rendered,  and  calling  for 
an  outlay,  by  the  government,  the  payment  is  a  special  assessment. 
Where  there  is  no  particular  service  rendered  or  where,  even  if  there 
be  a  service  to  a  definite  group,  the  benefit  accruing  to  the  individual  is 
either  not  separately  measurable  or  exists  only  as  an  incidental  result 
of  governmental  action,  the  payment  is  a  tax.  In  a  tax  the  criterion 
is  always  ability  to  pay.     In  prices,  fees,  and  special  assessments — 
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however  they  may  differ  from  each  other — the  criterion  is  always  spe* 
cial  benefit  conferred  by  a  particular  service. 

Professor  Adams  indeed  vagaely  recognises  this  when  he  lells  as 
that  the  excess-profits  tax  is  not  opposed  to  the  ability  theory.  Bat 
he  doesn't  get  the  situation  quite  straight.  As  was  pointed  out  by  me 
over  twenty  years  ago/  the  theory  of  ability  includes  not  only  the  con- 
sumption or  sacrifice  side  but  the  production  or  privilege  side.  That 
is  to  say^  ability  depends  not  only  upon  the  relative  burden  imposed  in 
parting  with  the  property  but  upon  the  relative  ease  of  acquiring  the 
property.  To  the  extent  that  the  excess  profits  mark  a  greater  ease 
of  acquisition  through  the  privileges  enjoyed  as  a  result  of  the  economic 
environment^  they  increase  the  taxpayer's  ability  to  pay.  But  this  must 
not  be  confused  with  the  benefit  characteristic  of  the  special  assess* 
ment.  There  is  no  special  service  rendered  for  the  particular  individ- 
ual and  calling  for  any  definite  outlay  by  the  government.  All  that 
Professor  Adams  really  means  to  imply  is  that  ability  is  influenced  by 
privilege.  But  the  excess-profits  tax  does  not  differ  in  this  respect 
from  many  other  taxes^  and  it  does  not  constitute  by  any  means  the 
new  departure  that  he  represents.  Let  us  not  confuse  benefit  con- 
ferred by  a  particular  service  with  privilege  resulting  from  a  general 
environment.  To  do  this  is  to  set  back  a  long  distance  the  progress 
of  fiscal  science. 

My  second  criticism  is  more  incisive.  It  refers  to  the  criterion  of 
excess  profits  chosen  in  the  law.  The  preceding  speaker  has  called 
attention  to  the  embarrassing  fact  that  only  a  few  months  ago  Pro- 
fessor Adams  took  a  position  the  opposite  of  that  which  he  now  occu- 
pies. Now  I  am  perfectly  frank  to  confess  that  a  scientist^  like  the 
fair  sex  in  general^  has  a  right  to  change  his  mind;  but  when  the 
change  of  mind  consists  in  replacing  truth  by  error,  the  result  is  a 
little  unfortunate.  And  I  cannot  help  believing  that  Professor  Adams 
is  in  this  predicament. 

For  what  is  the  situation.^  The  essential  part  of  the  law  is  the 
choice  of  capital  as  a  criterion.  Although  Professor  Adams  told  us  a 
few  months  ago  that  we  must  avoid  the  capital  basis  'Vhenever  by 
human  ingenuity  it  is  possible  to  do  so/'  he  now  tells  us  that  the  choice 
is  immaterial,  for  capital  is  nothing  but  capitalized  income.  In  reality, 
however,  capital  is  not  capitalized  income;  it  is  the  capitalization  not 
only  of  present  income,  but  of  anticipated  future  income,  which  is  a 
very  different  thing.    If,  as  frequently  happens,  the  anticipated  future 

1  Progf€$iW€  Taxation  in  Theory  and  Practice,  1894»  p.  191.  C/.  8d  ed.  1908^ 
p.  883,  and  EtBays  in  Taxation,  8th  ed.,  1913,  pp.  340,  418,  438-44. 
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income  does  not  materialize^  there  is  a  very  vital  difference  between  a 
tax  on  capital  and  a  tax  on  income.  The  new  tax^  therefore^  is  not  only 
a  clumsy  attempt  to  reach  taxable  ability^  but^  under  actual  conditions^ 
it  introduces  gross  inequality  in  principle  and  deplorable  uncertainty 
in  administration. 

The  chief  objection^  however^  to  the  law  is  one  that  has  escaped  Pro- 
fessor Adams'  notice.  Even  assuming  that  capital  could  be  accurately 
estimated  and  that  it  varied  proportionally  with  income^  the  tax  would 
still  be  seriously  defective.  This  is  due  to  the  criterion  chosen  for  the 
basis  of  the  graduated  scale.  Something  may  be  said  for  a  graduated 
tax  on  income;  something  may  even  be  said  for  a  graduated  tax  on 
capital;  but  little^  if  anything,  can  be  said  in  defense  of  a  tax  gradu- 
ated on  the  varying  percentage  which  income  bears  to  capital.  To 
penalize  enterprise  and  ingenuity  in  a  way  that  it  is  not  accomplished 
by  a  tax  on  either  capital  or  income — ^that  is  the  unique  distinction  of 
the  present  law.  For  while  the  excess  profits  contemplated  by  the  law 
are  sometimes  the  result,  in  part  at  least,  of  the  social  environment,  they 
are  not  infrequently  the  consequence  of  individual  ability  and  inven- 
tiveness. And  while  it  is  perfectly  proper  that  a  share  of  the  profits 
should  go  to  the  community,  it  is  not  at  all  clear  that  the  tax  should  be 
graduated  according  to  the  amount  of  inventiveness.  But,  furthermore, 
almost  all  large  businesses  have  grown  from  humble  beginnings;  and 
it  is  precisely  in  these  humble  beginnings  that  the  percentage  of  profits 
to  capital  has  been  the  greatest.  The  criterion  selected  by  the  new 
law,  therefore,  is  the  one  best  calculated  to  depress  industry,  to  check 
enterprise  at  its  very  inception,  and  to  confer  artificial  advantages  on 
large  and  well-established  concerns. 

How  much  simpler  and  better  it  would  have  been  to  make  the  excess- 
profits  tax  a  part  of  a  progressive  business  income  tax,  and  to  apply  to 
corporations  a  scale  of  graduation  which  would  in  principle  at  least  not 
differ  fundamentally  from  that  of  the  individual  income  tax.  To  de- 
velop this  idea  would  take  me  too  far  astray.  It  may,  however,  be 
confidently  affirmed  that  while  such  a  scheme  would  no  doubt  encounter 
certain  difficulties  of  its  own,  it  would  not  be  open  to  any  of  the  funda- 
mental objections  to  the  present  plan.  Professor  Adams'  evident 
desire  to  show  intense  patriotism  by  a  blanket  approval  of  the  law  is 
purchased,  I  fear,  at  the  cost  of  a  little  less  than  his  customary  solici- 
tude for  scientific  precision. 

Hbnrt  H.  Bond.* — It  is  with  considerable  reluctance  that  I  venture 

to  criticise  the  interesting  conclusions  of  so  eminent  an  authority  on 

taxation,  but  possibly  one  may  be  permitted  to  differ  on  a  subject 

concerning  which  there  is  no  consensus  of  authoritative  opinion. 
iThis  discussion  was  not  presented  at  the  meeting. 
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In  the  difficult  matter  of  a  special-profits  taz^  we  now  stand  com- 
mitted^ at  least  experimentally^  to  a  tax  upon  excess  profits  rather 
than  one  upon  war  profits.  In  this  we  are  running  counter  to  the  suc- 
cessful experience  of  Great  Britain^  and  embarking  on  an  independent 
and  uncharted  course. 

But  if  war  revenue  is  needed^  what  is  more  natural  or  equitable 
than  to  seek  it  in  part  where  war  profits  accrue?  Why  should  an 
industry  whose  prosperity  depends  solely  on  the  war  bear  no  extra 
burden?  If  there  is  one  feeling  that  is  common  among  all  thinking 
Americans^  it  is  the  natural  repugnance  to  the  idea  of  pecuniary  profit 
from  an  enterprise  of  blood  and  violent  deaths  built  up  on  the  highest 
idealism  that  America  has  yet  advocated.  And  yet  this  feeling  has 
been  ignored  by  Congress  in  this  important  taxation  measure. 

But  Professor  Adams^  while  carefully  avoiding  the  role  of  prophet^ 
rather  indicates  a  belief  that  this  form  of  taxation  is  to  be  permanent, 
and  partially  justifies  its  choice  over  a  war-profits  tax  upon  this  ground. 
While  Congress  carefully  expunged  from  the  text  a  phrase  that  might 
have  been  construed  as  an  assurance  of  duration  for  the  war  only^  yet 
we  have  certainly  been  given  to  understand  that  war  revenue  was 
the  purpose  and  justification  of  this  additional  burden.  The  very  fact 
that  this  tax  and  the  secondary  income  tax  were  kept  distinct  and 
separate  from  the  income  tax  of  October^  1916^  was  in  itself  such  an 
implied  assurance.  If  these  taxes  are  to  be^  in  some  form  as  Professor 
Adams  now  seems  to  believe^  a  permanent  asset — or  liability — ^has 
not  the  government  been  indulging  in  a  camouflage  that  has  results  that 
are  unfortunate  for  a  loyal  public? 

For  we  must  not  shut  our  eyes  to  the  fact  that  our  federal  taxation 
system  has^  by  this  separation  of  legislation^  acquired  a  complexity 
that  is  exceedingly  serious.  Speaking  as  one  who  has  had  some  admin- 
istrative experience  under  a  rather  complicated  income  tax,  I  appre-. 
ciate  keenly  the  desirability — the  almost  necessity — of  simplicity  in 
taxation  matters  relating  to  large  numbers  of  persons.  It  was  an  ad- 
ministrator of  Professor  Adams'  own  state  of  Wisconsin  who  gave 
me  the  excellent  advice,  ''Do  not  create  a  tax  that  will  be  so  compli- 
cated that  a  man  must  pay  a  lawyer  five  dollars  to  learn  that  he  has 
no  tax  to  pay !" 

But  upon  the  interpretation  of  this  federal  act,  now  upon  the  statute 
books  for  many  months,  the  department  officials  are  themselves  in 
disagreement,  and  even  such  an  expert  as  Professor  Adams  is  led  to 
speak  with  caution  and  express  grave  doubt  as  to  the  probable  con- 
struction of  certain  of  its  most  vital  features.  Such  complexity  forc- 
ing, as  it  does,  the  taxpaying  public  to  rush  for  expensive  expert  ad- 
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vice  only  to  find  that  its  experts  are  themselves  in  disagreement,  can 
produce  nothing  but  disturbing  uncertainty,  all  the  more  to  be  de- 
plored if  the  tax  is  to  be  a  permanent  one. 

But  only  secondary  in  importance  to  the  form  of  the  tax  itself  is  its 
standard  of  invested  capital  as  a  measure  of  its  taxable  income.  I  am 
forced  reluctantly  to  disagree  with  Professor  Adams  in  his  statement 
that  the  question  of  whether  a  tax  is  based  on  capital  or  on  income  is 
of  secondary  importance,  and  that  income  usually  reflects  capital  em- 
ployed. If  we  are  to  take  our  average  broadly  enough,  over  a  varied 
line  of  industries,  and  especially  over  a  sufficiently  long  period  of  years, 
the  statement  is  undoubtedly  true.  Capital  will  seek  a  level  of  income, 
or  rather,  at  points  of  low  yield,  will  tend  to  be  gradually  diverted  into 
more  profitable  channels.  But  channels  of  low  yield  combining  high 
safety  will  always  exist  beside  those  of  high  yield  and  low  safety, 
attracting  distinct  types  of  the  investing  public;  special  temporary 
conditions  will  always  arise  from  time  to  time  to  disturb  the  natural 
law  of  the  gravitation  of  capital  to  alluring  fields;  and  capital  once 
invested  often  assumes  so  permanent  a  character  that  its  change  to 
another  more  profitable  industry  is  slow  and  difficult  of  accomplish- 
ment^  if  not  impossible. 

As  a  result  of  these  factors^  we  find  the  yield  of  capital  variously 
employed  to  be  widely  variant.  A  minute  examination  of  the  income 
of  all  of  the  Massachusetts  corporations  for  the  past  three  years,  re- 
cently made  under  our  supervision^  reveals  a  scale  running  from  severe 
losses  to  a  profit  of  as  high  as  7500  per  cent  of  the  invested  capital 
within  a  single  year's  figures.  Are  we,  then,  justified  in  assuming  that 
normal  income  bears,  on  the  whole,  a  definite  relation  to  invested  cap- 
ital, so  that  we  may  tax  the  excess  of  income — supernormal  profits — 
as  deserving  of  a  special  burden? 

Especially  is  the  use  of  "invested  capital"  as  a  determining  factor 
objectionable  because  of  its  exclusion  of  borrowed  capital  from  its 
definition.  I  have  in  mind  two  partnerships — one  composed  of  three 
young  men  of  unblemished  reputation  and  integrity,  who,  by  a  truly 
remarkable  industry  and  reliability,  have  been  able,  on  a  small  amount 
of  capital^  to  finance  a  large  volume  of  business,  with  a  resultant  profit 
that  is  out  of  all  relation  to  the  capital — exclusive  of  large  borrowed 
capital — employed.  Their  public  spirit  is  shown  in  large  purchases  of 
Liberty  Bonds,  the  support  of  an  ambulance  unit  abroad,  and  the  sale 
of  merchandise  to  the  government  for  use  in  the  war  at  cost.  Their 
excess-profits  tax  will  be  exceedingly  heavy,  and  will  of  necessity  en- 
tail large  reductions  in  their  patriotic  subscriptions  henceforth.  I  con- 
trast this  concern  with  another^  whose  indebtedness  is  now  capitalized, 
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so  that^  for  a  profit  approximately  as  large^  they  will  be  liable  to  an 
excess-profits  tax  some  60  per  cent  less  in  amount. 

A  tax  which  thus  uses  as  a  determining  factor  an  element  which 
yields  so  easily  to  manipulation  and  readjustment  discourages  open 
business  methods,  and  correspondingly  encourages  legalized  evasion. 
Hundreds  of  corporations  have  hastened  to  put  their  houses  in  order 
for  the  inspection  of  the  excess-profits  tax  collector,  and  have  found 
the  methods  only  too  easy  of  adoption.  The  line  between  borrowed  and 
other  capital  is  too  easily  shifted  to  be  a  safe  or  enduring  test,  and 
the  difference  one  of  form  rather  than  substance. 

But  even  betwen  various  lines  of  industry,  will  the  tax  on  excess 
profits  work  equity?  It  is  exceedingly  doubtful.  An  eminent  author- 
ity has  pointed  out  very  clearly  that  our  large  corporations  have  a 
relatively  large  investment  of  capital,  and,  sheltered  in  some  staple  and 
necessary  line,  earn  a  proportionately  small  return  upon  the  funds 
involved;  while  by  far  the  larger  percentage  of  profits  more  usually 
arises  in  some  special  line,  on  a  relatively  small  capital.  These  are  the 
industries,  then,  which  will  bear  the  brunt  of  the  burden,  and  this  is 
not  as  it  should  be  or  as  Congress  expected  it  to  be. 

Professor  Adams  justifies  the  tax  as  being  the  community's  share  in 
the  benefit  conferred  upon  the  industry.  But  too  often  the  only  bene- 
fit  that  has  been  conferred  is  the  right  to  existence — ^an  existence  which 
is  in  the  main  employed  in  securing  "all  that  the  traffic  will  bear,"  to 
use  a  familiar  phrase — in  retailing  to  a  public  needful  of  food  and 
clothing  these  cardinal  necessities.  I  have  seen  the  figures  which  show 
corporations  dealing  in  food,  clothing,  shoes,  coal,  wood,  paper,  to 
have  made  from  100  to  500  per  cent  upon  their  invested  capital  in 
these  war  times.  If  these  conditions  are  warranted,  and  do  not  jus- 
tify stringent  price  restriction,  then  is  not  the  state  in  questionable 
company  when  it  shares  in  the  spoils?  And  can  it  be  said  that  the 
community  has  conferred  a  "benefit"  upon  the  industry  which  entitles 
it  to  such  a  division  of  profits  ? 

There  are,  of  course,  countless  instances  of  industries  dependent 
upon  legitimate  protection  or  the  use  of  patent  rights  where  the  com- 
munity benefit  is  clearly  conferred  and  such  sharing  should  properly 
ensue.  But  should  we  not  hesitate  to  justify  impliedly  a  claim  for  a 
share  of  profits  where  the  mere  right  of  existence  alone  is  present,  and 
such  right  is  so  broadly  abused? 

Again,  is  it  not  clear  that  in  many  cases  supernormal  profits  will 
exist  only  in  an  increased  inventory  total,  due  to  rising  market  prices? 
To  tax  such  increase  so  heavily  ignores  the  fact  that  a  corresponding 
decrease  in  a  subsequent  year  will  not  offset  a  tax  previously  paid,  since 
each  income  year  is  of  necessity  treated  as  separate  and  distinct. 
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All  that  Professor  Adams  says  as  to  the  tax  deterring  from  enlarge- 
ment of  plant  is  nndonbtedly  true.  Even  though  such  enlargement  is 
deductible  from  the  special  10  per  cent  tax  on  undistributed  profits^ 
it  remains  true  that  earnings  represented  by  an  enlarged  plant — en- 
larged perhaps  as  a  direct  contribution  to  the  nation's  need  in  war 
supplies — ^are  taxable  at  a  heavy  rate^  and  a  corporation  may  be  well- 
nigh  crippled  thereby. 

Net  income  is  not  necessarily  cash  in  the  bank^  as  certain  members 
of  Congress  seemed  to  assume.  The  financing  of  the  corporations  in  the 
matter  of  raising  funds  to  pay  the  excess-profits  tax  is  itself  a  serious 
problem  now  causing  the  highest  officials  of  the  government  grave 
concern. 

The  tax  upon  undistributed  profits  may  prove  to  be  an  unfortunate 
selection^  apparently  adopted  because  of  a  desire  to  reach  prematurely 
the  earnings  of  large  stockholders  subject  to  the  super-tax.  It  fails 
to  recognize  that  such  earnings  are  often  withheld  from  distribution 
partly  for  the  purpose  of  safety  and  partly  to  equalize  the  dividend 
distributions  of  various  years.  It  cannot  be  denied  that  such  a  prac- 
tice is  in  many  instances  not  only  legitimate  but  so  properly  conserva- 
tive as  to  deserve  encouragement  rather  than  an  additional  burden. 
To  penalize  such  a  method  in  such  cases  is  to  encourage  irregularity 
in  dividend  distributions  and  a  proportionate  lack  of  safety  as  well  as 
difficulty  in  financing  for  future  legitimate  ne6ds  and  growth. 

Professor  Adams  sees  no  answer  to  the  question  why  the  farmer 
should  pay  an  excess-profits  tax  and  the  salaried  man  none.  Is  not 
the  answer  possibly  this:  that  the  person  who  sells  a  commodity  re- 
ceives a  price  and  profit  dependent  upon  market  conditions — competi- 
tion and  the  urgency  of  the  public's  desire;  but  the  salaried  man  has 
no  such  market  conditions  to  face,  and  in  selling  his  services  receives 
in  principle  the  true  value  thereof.^  There  is,  then,  in  such  a  case  no 
possibility  for  an  excess  profit  and  the  application  of  an  excess-profits 
tax  is  incongruous.  If  the  salary  is  earned,  where  is  the  excess  to 
be  found?  The  case  is  far  different  from  that  of  the  manufacturer 
of  a  patented  article  costing  perhaps  a  dollar  to  produce  and  selling 
for  the  price  of  five  dollars;  the  sale  of  a  food  product  of  limited 
supply^  and  to  some  extent  "cornered,"  for  a  price  double  the  normal; 
or  the  sale  of  articles  of  clothing  at  a  profit  of  several  hundred  per 
cent  of  the  invested  capital  involved.  The  salaried  man  can  never 
force  the  public  to  pay  such  an  unwarranted  price  for  the  article 
which  he  has  to  sell.  Salaries  change  but  slowly  partly  because  de- 
creases are  usually  made  only  for  poor  service  and  not  due  to  a  change 
in  market  conditions. 

If  I  have  thus  emphasized  the  various  aspects  of  the  law  on  which 
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I  feel  somewhat  in  disagreement  with  Professor  Adams,  I  have  not 
failed  to  appreciate  the  many  helpful  suggestions  which  he  has  made 
as  to  future  amendments  and  policy  and  the  many  arguments  which  he 
advances  with  which  I  am  in  hearty  accord  and  on  which  I  have,  there- 
fore, offered  no  word. 

To  me,  the  discouraging  feature  of  the  taxation  situation  has  been 
the  unwillingness  of  Congress  to  accept  a  profit  by  such  expert  advice 
as  men  such  as  Professor  Adams  are  in  a  position  to  give,  and  to 
which  I  trust  a  more  willing  ear  will  be  given  in  the  future. 

Carl  G.  Barth. — By  a  mere  accident,  I  some  time  ago  became  inter- 
ested in  the  personal  income  tax,  and  was  at  once  struck  by  the  lack 
of  mathematical  relations  between  the  percentages  that  were  levied 
last  year  as  well  as  those  to  be  levied  this  year,  though  the  latter  are 
far  less  defective  in  this  respect  than  the  former.  However,  I  shall 
confine  my  remarks  to  the  latter. 

The  final  combined  rates  listed  with  their  successive  differences 
below,  are  enough  to  point  out  what  I  have  in  mind. 

2-4-5-6-7-8-9  -12-16-21-26-81-85-41-46-50-54-59-65-66-67 
2-1-1-1-1-1-8-4-5-5-5-4-6-5-4-4-4-6-1-1 

We  also  observe  the  same  lack  of  regularity  in  the  differences  be- 
tween the  incomes  at  which  these  rates  change  from  a  lower  to  the  next 
higher. 

After  some  looking  around  for  a  simple  empirical  formula  that  would 
approximately  average  up  to  the  rates  of  the  present  law,  I  hit  upon 
the  following,  which  seems  to  answer  very  well  for  .the  $2000  exemp- 
tion: 

r^       .r.  N   2     ,    C  + 10000 

T  =  (C  —  2000)  —  X 


8  C  -f  860000 

in  which  T  =  Tax,  C  =  income. 

The  annexed  table  gives  simultaneous  values  of  the  tax  to  be  levied 

and  values  of  this  formula,  and  also  the  ratios  of  these  values.     The 

fact  that  the  latter  values  are  first  greater  than  the  former  up  to  an 

income  of  $5128,  then  are  less  between  this  and  an  income  of  $192,687, 

then  again  greater  up  to  $2,251,000,  and  finally  less  from  that  income 

up  to  00,  seems  to  indicate  that  a  formula  of  the  form  T  ^  (C  —  £)  X 

C  +  a 

—-  would  be  quite  suitable  as  a  basis  for  a  graded  tax,  even  if  it 

C  -f-  b 

should  not  be  considered  well  to  employ  it  directly,  which  I,  however, 

herewith  advocate. 

That  the  particular  form  of  this  formula,  which  in  the  table  has  been 
compared  with  the  present  tax,  gives  values  so  decidedly  lower  than 
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the  present  tax  for  incomes  for  which  Professor  Yonng  suggested  that 
the  tax  rate  might  justly  be  raised^  seems  to  indicate  that  his  sugges- 
tion is  not  well  founded. 

From  an  extended  study  of  this  formula  and  numerous  others  that  I 
haye  had  under  consideration^  I  have  g^otten  certain  ideas  about  taxation 
which  I  would  like  to  present  to  this  meetings  but  the  time  allowed  me 
being  so  limited,  I  can  only  add  that  I  am  further  confirmed  in  the 
belief  I  have  held  for  years,  that  unless  a  proposition  dealing  with 
numbers  of  any  kind  is  reduced  to  some  kind  of  a  mathematical  formula, 
and  this  plotted  on  a  diagram,  a  complete  grasp  of  the  proposition  con- 
not  be  entertained. 

When  I  first  took  this  matter  up,  1  was  fortunate  enough  to  secure 
an  interview  with  Professor  Adams  in  his  office  in  the  Treasury  De- 
partment in  Washington,  and  to  receive  his  encouragement  to  develop 
my  ideas  further,  and  on  February  26  I  shall  present  them  fully  before 
a  local  meeting  of  the  American  Society  of  Mechanical  Engineers  in 
Philadelphia. 


Income 

Present  Law 

Formula 

Formula  derived 
by  Present  Law 

2000 

0 

0 

1 

3000 

20 

23.87 

1.194 

'4000 

40 

51.28 

1.282 

5000 

80 

82.19 

1.027 

5198 

86.40 
205 

86.40 
174.60 

1 

7500 

0.852 

10000 

355 

288.29 

0.812 

12500 

530 

422.82 

0.798 

15000 

730 

577.77 

0.791 

20000 

1180 

947.37 

0.803 

40000 

3580 

3166.67 

0.885 

60000 

6780 

6444.44 

0.951 

80000 

10980 

10636.36 

0.969 

100000 

16180 

15623.19 

0.966 

150000 

31680 

30954.25 

0.977 

192687 

46620.4i 

46620.44 

1 

200000 

49180 

49500.00 

1.007 

250000 

69680 

70469.94 

1.011 

300000 

92680 

93313.13 

1.007 

500000 

192680 

196883.72 

1.022 

750000 

327680 

341429.43 

1.042 

1000000 

475180 

494107.84 

1.04 

1500000 

800180 

810745,52 

1.013 

2000000 

1130180 

1134457.62 

1.004 

2251000 

1298350 

1298350.31 

1 

5000000 

3140180 

3114425.37 

0.992 

10000000 

6490180 

6440148.01 

0.992 

20000000 

13190180 

13102815.32 

0.993 

0.995 
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Rot  G.  Blakey. — Professor  Adams  states  that  the  present  war  taxes 
and  possible  future  taxes  are  preventing  the  building  and  extension 
of  plants  whose  production  is  sorely  needed  by  the  government^  and 
he  urges  that  we  cease  agitation  for  higher  taxes.  Inasmuch  as  those 
of  us  at  Minnesota  were  chiefly  responsible  for  the  circulation  and 
presentation  of  a  memorial  of  American  economists  to  Congress  last 
Aprils  a  memorial  which  urged  that  Congress  finance  the  war  chiefly 
through  taxes  rather  than  through  loans^  I  cannot  let  this  occasion 
pass  without  calling  attention  to  one  or  two  matters.  In  view  of  what 
Professor  Adams  has  said  upon  other  occasions  I  am  somewhat  sur- 
prised to  find  that  in  his  paper  of  today  he  seems  willing  to  acquiesce 
in  the  present  proportion  between  taxes  and  bonds^  that  is^  about  one 
to  four  or  five.  I  am  reluctant  to  urge  my  opinions  backed  by  a 
limited  experience  as  compared  with  the  rich  experience  of  Professor 
Adams;  and,  because  of  my  respect  for  his  judgment  and  experience, 
I  am  hesitant  to  continue  agitation  for  higher  taxes  until  those  now 
on  the  statute  books  can  be  put  in  operation.  I  know  that  this  will 
cause  some  to  charge  me  with  inconsistency,  but  I  realize  that  ad- 
ministration is  of  prime  importance  and  that  the  present  rates  weU 
administered  will  be  better  than  higher  rates  poorly  administered. 

One  of  the  most  serious  difficulties,  as  Professor  Adams  has  pointed 
out  and  as  I  have  stated  also  on  several  different  occasions,  is  the 
failure  to  allow  for  proper  depreciation,  or  obsolescence,  in  the  case 
of  plants  needed  for  war  work.  Ordinary  rules  of  depreciation  are 
inadequate  for  a  plant  that  may  be  in  operation  for  only  one  or  two 
years.  The  whole  cost  might  be  written  off  the  first  year.  Or  the 
government  might  subsidize  or  take  over,  at  least  for  the  period  of 
the  war,  those  plants  which  are  making  the  prime  military  necessities. 
Such  plants  should  be  given  special  treatment.  But  this  does  not  mean 
that  on  this  account  the  general  rates  of  taxes  on  excess  profits  and 
incomes  are  too  high  in  most  cases.  It  does  not  mean  that  we  should 
desist  from  raising  an  even  larger  proportion  of  our  war  costs  through 
taxes  if  appropriate  treatment  is  given  special  cases. 

As  I  have  stated  upon  previous  occasions,  I  think  that  drastic  taxa- 
tion should  be  levied  to  suppress  unnecessary  industries,  and  that  in 
many  cases  even  such  taxation  would  not  be  sufficiently  prompt  in 
reaching  desired  results,  hence  direct  prohibition  through  priority 
regulation  or  otherwise  should  be  adopted. 

It  is  true  that  our  memorial  to  Congress  was  stated  somewhat  «rad- 
ically,  more  radically  than  I  would  state  it  now  in  view  of  the  larger 
estimates  of  war  costs  and  in  view  of  the  inertia  of  public  opinion. 


Taxes  Upon  Income  cmi  Excess  Profits — Discussion      68 

But  I  am  convinced  that  the  chief  difficulties  in  the  way  of  more  ade- 
quate taxation  are  psychological^  and  that  some  of  these  may  be  re- 
moved by  the  education  of  the  public  as  to  the  real  burdens  of  war 
finance. 

We  now  look  back  upon  our  former  wars^  the  Revolution^  the  War 
of  1812^  and  the  Civil  War^  and  condemn  Congress^  our  financiers^ 
and  the  people  for  not  adopting  vigorous  taxation  at  the  beginning. 
If  the  present  war  should  end  soon  we  may  get  off  .without  great 
financial  disaster  and  with  a  minimum  of  economic  disturbance.  But 
if  it  continues  for  several  years^  as  many  think  it  will^  the  present 
taxation  which  so  many  think  is  heavy  will  appear  insignificant  in 
comparison  with  what  it  should  have  been.  In  such  case  it  is  not  at 
all  unlikely  that  the  next  generation  will  condemn  us  with  as  much 
or  more  reason  than  we  condemn  the  past  for  shortsightedness^  in- 
ability to  learn  from  experience^  and  unwillingness  to  do  social  justice. 

N.  I.  Stone. — Professor  Adams  stated  in  the  course  of  his  remarks 
that  "capital  is  but  capitalized  profits."  I  hope  he  did  not  mean  lit- 
erally what  he  said^  for  the  practical  application  of  this  principle^  if 
literally  interpreted^  it  seems  to  me^  would  cut  the  ground  from  under 
the  excess-profits  tax.  The  excess-profits  tax  is  based  upon  the  idea  of 
a  profit  in  excess  of  what  is  regarded  as  a  normal  profit;  but  if  all 
profits  made  in  a  business^  be  they  high  or  low^  can  be  capitalized^  they 
will  assume  the  form  of  a  normal  return  upon  the  capital  thus  defined. 
There  will  be  no  excess  profits  under  this  construction  of  capital^  and 
the  excess-profits  tax  will  automatically  vanish. 

R.  R.  BowKER. — ^Agreeing  fully  with  Professor  Adams^  that  the 
excess-profits  tax  has  come  and  should  come  to  stay^  whether  in  its 
present  form  or  with  modifications^  in  line  with  Professor  Seligman's 
suggestion^  may  I  point  out — ^very  modestly  as  becomes  a  mere  busi- 
ness man  in  the  high  presence  of  professors — that  this  tax  is  thor- 
oughly in  accord  with  a  general  scheme  of  taxation  which  has  been  in 
process  of  quiet  evolution  in  this  country  without  much  attention  to 
the  general  principle  underlying  it.  We  have  heard  much  of  social 
justice  as  an  economic  aim^  and  a  system  of  taxes  which  involves  ex- 
emption as  a  minimum  of  normal  returns^  and  differential  or  graded 
taxation  of  supernormal  returns  is  thoroughly  in  accord  with  that  aim^ 
preventing  the  rich  becoming  richer  in  inordinate  degree  and  the  poor 
becoming  poorer.  This  is  the  underlying  principle^  applied  through 
rent,  of  the  Henry  George  scheme,  a  scheme  which  he  sought  to  con- 
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fine  to  a  single  tax  on  land  as  the  key  to  the  entire  economic  situation. 
The  "single  taxers"  have  evoked  an  ardent  enthusiasm  which  has  be- 
come almost  religious  fervor^  as  in  the  interest  of  social  justice.  Those 
of  us  who  are  known  by  the  contradictory  term  of  "limited  single 
taxers"  may  gladly  see  the  underlying  principle  applied  to  other 
subjects  of  taxation^  as  a  measure  of  sound  economics  as  well  as  social 
justice.  The  theory  of  the  social  increment  seems  applicable  to  other 
returns  than  those  from  land^  for  the  man  who  enjoys  a  supernormal 
income  or  who  has  amaslsed  a  large  fortune  to  bequeath  to  his  heirs^  or 
the  corporation  which  earns  excess  profits^  does  so  because  the  commun- 
ity contributes  to  the  result  by  its  cooperation  or  patronage^  in  propor- 
tion to  the  largeness  of  the  return.  A  manufacturing  corporation  may 
return  to  the  public  this  benefit  from  the  public  by  decreasing  the 
price  of  its  product  as  proportionate  cost  decreases^  or  through  taxes 
proportionate  to  its  excess  profits.  This  form  of  taxation  goes  far  to 
meet  the  just  complaints  and  sound  desires  of  the  Socialist  Party^  with- 
out adopting  the  extreme  principles  of  collectivism  which  would 
diminish  if  not  destroy  the  economic  value  of  individual  effort^  and 
should  be  in  the  interest  of  good  politics  as  well  as  sound  economics. 
For  these  reasons^  I  have  long  believed  and  for  years  past  have  ex- 
pressed the  belief  that  the  general  scheme  of  taxation  exemplified  in 
the  excess-profits  tax — ^perhaps  limited  in  amount  to  a  maximum  of 
50  per  cent^  so  that  productive  efforts  shall  not  be  discouraged — ^may 
prove  the  solution  of  many  of  our  economic  difficulties  and  political 
problems^  and  ultimately  replace  other  and  less  just  methods  of 
taxation. 


THE  UTILIZATION  OF  LAND  NOT  IN  FARMS 

By  Benjamin  H.  Hibba&d 
Tfie  University  of  Wisconsin 

Out  of  several  topics  relating  to  land  colonization  this  one  has 
been  selected  as  possibly  the  most  basic.  Colonization,  if  it  may 
be  called  such,  is  practiced  on  public  land,  and  other  land  not  in 
farms,  more  often  and  more  easily  than  on  land  already  in  farms, 
though  it  may,  and  does,  take  place  on  the  latter. 

The  total  amount  of  land  in  the  United  States  is  a  little  under 
1^9000,000,000  acres.  Approximately  half  of  this  is  in  farms, 
leaving  a  billion  acres  not  in  farms.  Somewhat  less  than  half  of 
the  land  not  in  farms  is  publicly  owned,  while  over  600,000,000 
acres  which  for  some  reason  or  other  has  made  its  way  into  private 
hands  has  not  yet  become  part  of  the  farm  land  of  the  coimtry. 
A  brief  sketch  will  show  how  we  come  to  have  over  400,000,000 
acres  of  public  land  left,  and  where  it  is.  Not  so  much  can  be 
done  for  the  other  half  billion  acres,  since  the  information  is  not 
available. 

The  Remaining  PtibUc  Lamds 

To  begin  with  the  government  has  at  one  time  or  another  held 
the  title  of  ownership  to  a  billion  acres  of  land,  or  a  little  over 
half  of  the  entire  amount.  No  other  country  in  modem  times 
has  had  such  a  quantity  of  virgin  soil,  substantially  unoccupied, 
open  for  settlement,  and  at  the  same  time  easily  subdued  and 
habitable,  as  has  the  United  States  during  the  past  century.  The 
absorption  of  this  domain  proceeded  slowly  prior  to  1850,  due 
to  lack  of  railroads  and  farm  implements.  From  1850  to  1890 
the  spread  of  population  into  the  West  was  tremendous.  The 
increase  in  the  amount  of  land  in  farms  improved  and  unimproved 
was  greater  than  the  increase  in  population  for  the  first  ten  years 
of  this  period,  since  which  time  it  has  steadily  declined  relatively 
until  in  1910  there  was  but  three-fourths  as  much  land  in  farms 
per  capita  as  in  1850.  From  1850  to  1880  the  increase  in  popula- 
tion was  117  per  cent;  the  increase  in  land  in  farms  88  per  cent. 
From  1880  to  1900  the  population  increased  50  per  cent ;  the  land 
in  farms  increased  56  per  cent;  but  by  the  latter  date  the  situa- 
tion was  reversed  and  from  1900  to  1910  population  increased 
SO  i>er  cent;  land  in  farms  5  per  cent.     Thus  the  land  basis  of 
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food  production  has  been  constantlj  narrowed.    The  farmers  of 
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years  of  age.  He  now  is  approaching  forty  by  the  time  he  is 
able  to  buy.  We  have  always  excused  our  high  percentage  of 
tenancy  on  the  ground  that  anyhow  it  was  a  step  toward  owner- 
ship. Should  these  steps  be  lengthened  much  more  there  will  be 
a  large  number  imable  to  take  them.  We  have  been  proud  to 
think  that,  aside  from  the  negroes,  we  had  no  tenant  class.  Should 
the  period  of  tenancy  be  lengthened  another  five  years  we  shall 
certainly  have  a  tenant  class.  In  Iowa  the  tenants  numbered  38 
per  cent  in  1910.  The  state  census  of  1915  shows  them  to  have 
increased  to  48  per  cent.  At  this  rate  Iowa  will  soon  be  a  state 
in  which  tenants  are  more  plentiful  than  owners. 

The  problems  of  land  and  labor  have  long  been  associated.  Not 
agricultural  labor,  but  labor  in  the 'larger  sense.  The  organized 
laborers  of  the  country  took  a  prominent  part  in  the  discussion 
of  land  questions,  especially  from  1850  to  1870.  The  land  was 
a  means  of  escape  for  all  who  did  not  like  the  conditions  imposed 
by  employers.  While  we  have  heard  from  it  but  infrequently  of 
late  the  interest  of  the  laborer  in  the  public  domain  has  not  yet 
passed.  The  Grosser  bill  introduced  in  Congress  last  August  was 
an  attempt  to  make  the  unused  lands  of  the  country  the  basis 
of  a  solution,  in  part  at  least,  of  the  question  of  unemployment. 

The  continual  recurrence  of  the  question  of  labor  in  its  relation 
to  land  calls  to  mind  the  words  of  Jefferson:  "Whenever  there 
are  in  any  country  uncultivated  lands  and  unemployed  labor,  it 
is  clear  that  the  laws  of  property  have  been  so  far  extended  as 
to  violate  natural  rights."  This  of  course  applies  to  land  which 
has  become  private  property  but  is  not  used.  Much  the  same 
belief  induced  Lord  Macauley  a  half  century  later  to  write  re- 
garding America:  "The  test  of  your  democracy  will  come  after 
the  exhaustion  of  your  free  lands." 

The  disposition  already  made  of  the  public  domain  of  the 
United  States  and  the  portions  remaining  may  be  summed  up  as 
follows:  Exclusive  of  Alaska  the  public  domain  once  equalled 
about  1,000,000,000  acres  of  land.  We  have  sold  one-fourth  of 
it;  granted  170,000,000  acres  in  homesteads;  160,000,000  acres 
to  railways ;  133,000,000  to  states  for  educational  purposes ;  and 
about  100,000,000  acres  in  lesser  gifts  and  cessions.  Thus  we 
have  disposed  of  three-quarters  of  the  original  amount.  There 
is  left  280,000,000  acres,  besides  160,000,000  acres  of  forest  re- 
serve. In  extent  the  public  domain  still  open  to  settlement  is 
equal  to  ten  states  the  size  of  Pennsylvania,  or  four  the  size  of 
Washington. 
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Again  and  again  during  the  past  thirty-five  years  men  who 
presumably  knew  annoimced  that  the  period  of  the  homestead 
was  about  past.  Nevertheless  the  figures  from  the  land  office  con- 
tinue to  show  that  the  homesteaders  are  not  only  still  with  US| 
but  in  constantly  increasing  numbers.  During  the  first  twenty 
years  of  the  homestead  act  land  was  disposed  of  at  the  rate  of 
about  2,000,000  acres  a  year.  It  went  up  to  three  and  four 
millions  during  the  nineties,  and  since  then  has,  during  the  past 
four  or  five  years,  ranged  from  seven  to  ten  million  acres  a  year, 
while  under  the  grazing  homestead  act  applications  were  made 
during  the  first  seven  months  of  1917  for  twenty-four  million  acres, 
almost  a  tenth  of  the  present  area  open  to  settlement. 

The  remarkable  rapidity  with  which  land  has  been  taken  up 
under  the  homestead  provision  is  due  in  no  small  part  to  the  re- 
cent changes  that  have  been  made  in  the  homestead  laws.  The 
first  homestead  act  was  designed  to  fit  the  conditions  of  the  west- 

4 

ern  part  of  the  Middle  West.  It  did  fit  those  conditions  admirably. 
At  the  same  time  it  was  applicable  to  substantially  all  govern- 
ment land.  Land  was  homesteaded  for  the  purpose  of  getting 
control  of  the  watering  places  for  cattle  on  the  range,  and  by 
this  means  vast  areas  of  grazing  land  controlled.  Homesteads 
were  taken  in  the  heaviest  forested  regions,  and  the  fields  which 
the  homesteaders  cleared  among  the  trees  were  like  the  bishop's 
garden,  very  small  measured  in  the  horizontal  plane,  but  ^Von- 
drous  high."  After  these  abuses  had  been  going  on  in  a  flagrant 
manner  for  a  quarter  or  third  of  a  century,  the  demand  for  a 
modification  to  fit  conditions  became  irresistible.  However,  one 
must  hasten  to  say  that  it  was  not  so  much  the  abuse  that  in- 
duced the  reform  as  it  was  the  inability  of  the  homesteader  to 
make  a  living  on  a  homestead  in  a  region  of  little  rainfall,  and 
devoid  of  streams,  lakes,  or  forests.  In  other  words  it  was  the 
exigencies  of  the  homesteader,  rather  than  the  interest  of  the 
public,  that  brought  about  the  change.  The  homesteader  on  a 
quarter  section  of  land  west  of  the  100th  meridian  had  hard  work 
to  stay  out  the  required  length  of  time.  Early  attempts  to  ad- 
just tiie  matter  are  to  be  seen  in  the  Timber  Culture  Act,  the 
Timber  and  Stone  Act,  the  Desert  Entry  Act.  Recently  we  have 
given  him  more  land,  and  required  less  of  him.  There  was  the 
Kinkaid  Homestead  Act  applying  to  land  in  Nebraska,  giving 
640  acres.  Then  came  the  "enlarged  homestead"  of  S20  acres, 
first  with  restricted  applications,  later  made  fairly  general.    Next 
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came  the  concession  of  a  three-year  residence  in  place  of  five,  a 
concession  based  very  directly  on  the  Canadian  competition  for 
settlers.  Finally  we  are  now  giving  to  homesteaders  640  acres 
of  land  and  requiring  but  three  years  residence  and  a  small  ex- 
penditure for  improvements  in  lieu  of  cultivation  as  required  in 
other  cases. 

Thus  are  the  laws  modified  to  fit  the  case  with  a  view  to  making 
the  remaining  government  land  attractive.  Popularly  this  land 
is  supposed  to  have  little  value,  but  notice  the  words  of  the  Com- 
missioner of  the  Greneral  Land  Office :  ^^Thus  we  have  in  what  is 
left  of  our  national  domain  not  a  mere  renmant  to  be  lightly  dis- 
posed of  as  having  no  longer  a  federal  value,  but  a  vast  store- 
house of  wealth  and  resources  upon  which  the  physical  develop- 
ment of  the  country  at  large  will  be  ultimately  dependent."^ 

How  intelligently  are  the  settlers  being  chosen  and  fitted  to  the 
land?  They  are  not  being  chosen  at  all,  or  perhaps  it  might  be 
said  that  many  are  called,  and  all  are  chosen.  It  would  be  im- 
possible to  correlate  man  and  land  power  with  any  degree  of  ac- 
curacy, since  the  qualities  and  powers  of  the  land  are  not  yet  at 
all  well  known.  The  government  is  making  a  classification  which 
is  vastly  better  than  none.  Up  to  the  present  time,  with  few 
exceptions,  the  settler  or  purchaser  has  done  the  classifying  as 
he  chose.  Not  much  information  is  at  hand  respecting  the  per- 
centage of  failures  of  those  who  take  up  government  land.  An 
estimate  was  recently  made  in  a  section  of  Montana.  Out  of 
125,000  families  going  to  the  state  in  ten  years,  60  per  cent 
brought  about  $1900  in  money,  besides  a  carload  of  goods,  per 
family.  The  other  40  per  cent  were  irresponsible,  with  little  or 
nothing,  and  four  out  of  five  failed. 

On  one  of  the  government  reclamation  projects  over  half  of  the 
settlers  abandoned  the  enterprise  after  spending  much  time  and 
money,  and  this  appears  to  be  hardly  an  exception.  From  the 
standpoint  of  engineering  the  Reclamation  Service  has  succeeded 
admirably.  From  the  standpoint  of  the  economic  factors  involved 
not  BO  much  can  be  said.  We  are  letting  the  people  experiment 
with  dry  land,  wet  land,  and  irrigated  land,  and  the  percentage 
of  failures  is  high.  Can  the  state  afford  to  sanction  so  many  of 
these  blind  ventures?  Or  might  it  not  be  well  for  society  to  under^ 
take  the  expense,  and  guide  the  process  of  experimentation? 

<  Report  of  Commissioner  of  the  General  Land  Office,  1916,  p.  65. 
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Use  of  the  Public  Domain 

From  the  begiimmg  the  public  domain  has  been  free  in  several 
senses,  especially  for  grazing  purposes.  It  has  been,  and  is,  too 
free.  Some  system  has  been  worked  into  the  use  of  the  national 
forest  reserves,  and  their  range  value,  under  restrictions,  has  im- 
proved. With  respect  to  the  use  of  the  grazing  lands  outside  the 
forest  reserves,  it  has  to  be  admitted  that  while  the  government 
has  done  much  excellent  work  in  the  study  of  forage  plants,  and 
the  desirability  of  limiting  the  use  to  be  made  of  the  range,  prac- 
tically, the  stockmen  have  done  as  they  pleased.  This  has  been 
disastrous,  since  no  assurance  of  continued  use  has  been  offered, 
and  who  would  improve  land  this  year  with  little  prospect  of  re- 
taining any  hold  on  the  results  for  following  years?  The  stock- 
men have  followed  the  natural,  though  shortsighted,  policy  of 
getting  all  possible  out  of  the  ranges  from  year  to  year.  The 
result  is  a  depleted  range. 

The  states,  on  the  contrary,  with  a  price  on  their  lands  ap- 
proaching Wakefield's  ^^sufficient  price,"  themselves  deciding  when 
the  land  shall  be  sold,  have  been  renting  it  out  at  6  to  85  cents 
per  acre,  gaining  a  revenue,  and  putting  grazing  on  a  securer 
basis.  One  state,  California,  is  even  undertaking  to  grapple  with 
the  settlement  question. 

Privately  (honed  Land  Not  in  Farms 

In  amount  this  quantity  exceeds  the  remnant  of  the  public  do- 
main. About  650,000,000  acres  of  land  other  than  farm  land 
are  held  by  individuals  or  corporations.  It  is  hard  to  say  where 
it  all  is.  To  begin  with,  roughly  85,000,000  acres  are  occupied 
by  cities  and  towns.  Over  two  and  a  half  millions  are  used  in 
railroad  rights  of  way.  Parks  and  pleasure  grounds  aiid  ceme- 
teries will  account  for  a  very  few  million  acres  more.  Seventy-five 
million  acres  are  undrained  swamp  or  overflow  lands.  Perhaps 
150,000,000  to  200,000,000  acres  are  lumped  off  under  the  cap- 
tion "cut-over  lands."  These  quantities  account  for  but  half  of 
the  total  amount.  The  balance  is  mainly  forest.  In  fact  the 
privately  owned  forests  are  greater  in  extent  than  the  amount 
of  land  not  included  in  the  figures  given.  This  is  because  of  over- 
lappings  of  farms  and  forests.  The  data  are  not  at  hand  from 
which  to  present  an  exact  classification.  However,  enough  has 
been  said  to  make  it  plain  that  no  very  great  tracts  of  usable 
agricultural  land,  such  as  prairies,  semi-arid  grazing  land,  or 
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other  tracts  valuable  for  agriculture,  are  being  held  out  of  use 
by  speculators.  Much  cut-over  land  is  undoubtedly  held  at  too 
high  a  figure,  yet  the  evils  of  speculation  are  found  less  outside 
of  land  used  for  agriculture  than  in  connection  with  it. 

The  most  important  bodies  of  land  not  in  farms  to  be  brought 
into  agricultural  use  in  the  near  future  are  undoubtedly  the  cut- 
over  districts.    In  extent  they  comprise  an  empire,  substantially 
equivalent  in  area  to  two  Califomias.     Many  of  these  acres  are 
as  fertile  as  the  average  land  now  tilled.     The  cut-over  area  is 
not  literally  held  out  of  use  by  men  who  intend  to  keep  it  a  life- 
time.   On  the  contrary,  it  is  held  by  men  who  are  willing  enough 
to  sell,  but  incidentally  want  to  make  a  good  sale.     They  have 
usually  not  been  much  interested  in  the  welfare  of  the  settler, 
and  have  sold  to  anybody  who  wished  to  buy.     It  is  not  lack  of 
opportunity  to  buy  that  stands  in  the  way ;  neither  is  it  so  much 
the  initial  price;  it  is  rather  the  cost  of  bringing  the  land  from 
its  raw,  wild  state  into  subjection.    In  northern  Wisconsin  settlers 
clear  land  at  the  rate  of  two  or  three  acres  a  year.     From  the 
standpoint  of  agriculture  it  is  hopeless  so  far  as  any  prompt  re- 
sults are  concerned.    From  the  present  standpoint  of  the  use  of 
labor  it  is  wasteful.     The  task  is  too  great  for  the  powers  of 
the  man. 

Much  of  this  land  can  be  utilized  for  some  years  without  a 
radical  job  of  clearing.    It  can  be  pastured  and  in  the  meantime 
nature  will  do  the  greatest  part  of  the  work  of  stump  removal. 
While  individual  land  agents  are  working  in  the  interest  of  so- 
ciety, it  is  to  be  doubted  that  the  majority  of  them  are.     It  is 
eDcouraging  to  see  that  some  important  groups  of  such  land- 
holders are  setting  the  pace  in  far-reaching  land  development 
policies.    The  most  conspicuous  example  of  a  vision  of  this  kind 
is  that  of  the  Southern  Cut-over  Land  Association.     This  asso- 
ciation is  raising  money  by  voluntary  taxation  with  which  to 
develop  a  workable,  permanent  colonization  plan  whereby  land 
may  be  not  merely  sold,  but  developed,  and  made  the  basis  of 
cooununity  life  and  civilization.'    Another,  and  a  remarkable  in- 
stance of  close,  supervised,  settlement  by  a  private  company  al- 
ready in  operation  in  the  North  will  be  discussed  later  on  the 
program.    At  best  it  must  be  admitted  that  the  problem  of  the 
cut-over  land  is  not  yet  solved. 

"  The  Dawn  of  a  NetD  Comtructivg  Era.    Cut-over  Land  Conference,  New 
Orleans,  1917. 
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Land  Yet  Available  for  Food  Production 

The  question  is  often  asked  as  to  how  much  land  we  have  left 
available  for  food  production.  No  one  is  wise  enough  to  answer. 
Probably  a  thousand  years  from  now  three-fourths  of  the  land 
area  of  the  United  States  will  be  so  used.  We  are  not  concerned 
about  such  a  condition.  We  are  concerned  about  the  less  remote 
future.  The  Department  of  Agriculture  some  three  years  ago 
mfade  a  questionnaire  survey  of  the  land  of  the  country  to  deter- 
mine approximately  the  amount  of  land  which  might  ultimately 
be  tilled.  The  replies  received,  from  over  thirty-five  thousand 
people,  indicate  that  for  every  acre  now  in  crop  there  are  in  the 
country  two  and  three-fourths  tillable  acres  not  in  crops.  In 
other  words  we  are  tilling  but  27  per  cent  of  the  tillable  land* 
Various  groups  of  reformers  at  once  seized  upon  this  statement 
as  the  basis  of  discourse.  Eloquent  stories  were  written  involving 
a  mixture  of  fact  and  fiction  in  about  the  ratio  in  which  these 
ingredients  are  found  in  Robinson  Crusoe,  but  alas,  while  Robin- 
son Crusoe  is  charming  in  spite  of  its  narrow  basis  of  fact,  these 
harangues  and  invectives  dissolve  on  being  subjected  to  the  acid 
test.  The  report  given  by  the  Department  of  Agriculture  is  the 
best  we  have  on  the  one  point  of  arability.  It  does  not  purport 
to  reveal  any  facts  as  to  the  obstacles  in  the  way  of  tillage,  or 
the  degree  of  desirability  or  futility  involved.  For  instance  all 
pasture  land  which  could  conceivably  be  plowed  was  included. 
Here  we  have  84,000,000  acres,  a  tract  the  size  of  Ohio,  Indiana, 
and  Illinois^  presumably  doing  duty  as  well  as  practicable  under 
the  present  conditions.  Again  we  find  66,000,000  acres  of  this 
untilled  but  tillable  land  in  Nevada,  a  region  too  alkaline  to  grow 
a  good  crop  of  sage  brush,  and  in  large  part  too  desolate  for  jack 
rabbits  and  coyotes.  In  other  western  states  is  to  be  found  the 
great  body  of  this  land  physically  capable  of  cultivation  but  not 
yet  cultivated.  Indeed  dry  farming  is  progressing  rapidly  in 
these  states  and  the  danger  is,  not  that  land  capable  of  con- 
tributing food  for  the  nation  will  be  left  untilled,  but  that  settlers 
arriving  too  rapidly  will  take  fairly  good  grazing  land  and  con- 
vert it  into  sub-marginal  farm  land  to  their  own  undoing.  Further- 
more, half  of  the  farm  land  is  listed  by  the  Census  Bureau  as 
unimproved,  and  in  this  category  is  found  a  very  great  deal  of 
land  which  might  be  tilled.  There  are  193,000,000  unimproved 
acres  of  farm  land  not  in  pasture,  but  this  is  frequently  put  to 
good  use.    Some  of  it  is  natural  meadow;  much  more  is  woodland; 
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relatively  little  is  waste;  and  the  amount  of  waste  is  being  re- 
duced each  year. 

A  National  Land  Policy 

Not  only  are  we  without  a  land  policy  of  a  comprehensive  na- 
ture, we  are  not  ready  to  formulate  one.  We  do  not  know  how 
much  land  we  have  available  for  farming  purposes.  Or  if  we 
know  nearly  enough  how  much  there  is  of  it,  we  know  next  to 
nothing  as  to  its  capabilities.  The  government  is  now  making  a 
hasty  classification  of  much  of  its  land,  but  land  cannot  be  classi- 
fied at  a  glance.  The  dean  of  agriculture  in  one  of  the  moimtain 
states  writes  that  ten  years  ago  he  advised  against  the  home- 
steading  of  a  certain  area  of  land  on  the  ground  that  it  was  more 
valuable  for  grazing  purposes.  It  seemed  too  dry  and  too  wind- 
swept for  crops.  Yet  since  that  time  it  has  been  homesteaded  and 
the  settlers  are  succeeding. 

Land  is  constantly  being  classified  by  settlers,  but  at  great 
expense.  We  need  first  a  census  that  will  tell  us  who  owns  the 
land,  giving  especially  the  extent  and  location  of  individual  hold- 
ings. Secondly,  we  need  a  survey  of  the  land.  This  should  be 
correlated  with  such  surveys  as  are  imder  way,  particularly  the 
soil  survey,  adding  to  the  physical  facts  which  are  being  gathered 
all  the  available  economic  information.  Thirdly,  we  need  a  policy 
formulated  which  shall  have  for  its  object  the  location  of  suitable 
settlers  on  land  imder  favorable  circumstances,  circumstances 
likely  to  lead  to  success.  Fourthly,  as  a  problem  sure  to  become 
argent,  we  need  a  plan  for  settling  returned  soldiers  and  sailors 
on  land.  They  will  soon  be  coming  back,  but  not  back  to  their 
old  employments.  For  many  of  them  the  old  employments  will 
be  gone,  or  the  places  filled  by  other  men  or  by  machines.  Can- 
ada, Australia,  and  New  Zealand  have  such  policies  ready  for 
operation.  A  new  adjustment  will  be  imperative.  Much  of  this 
can  be  done  in  connection  with  vacant  lands.  Such  a  policy  would 
necessarily  be  administered  through  a  commission.  It  would,  if 
successful,  decide  scientifically  many  questions  of  fundamental 
consequence  which  are  now  being  decided  with  respect  to  privately 
owned  land  by  clever  land  agents,  and  with  respect  to  the  govern- 
ment domain  by  anyone  who  takes  a  notion  that  it  would  be  a 
good  thing  to  own  a  piece  of  land,  and  blindly  takes  up  a  home- 
stead. 
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Do  We  Need  More  Farm  Land  Nowf 

Right  now  we  need  to  add  to  the  food  supply.  Shall  it  be  by 
developing  new  land?  This  would  hardly  seem  to  be  the  easiest 
way  except  in  so  far  as  it  can  be  done  with  little  labor.  Grazing 
may  be  extended,  and  on  some  of  our  undeveloped  lands  grazing 
opportunities  are  now  going  to  waste.  Whenever  a  given  amount 
of  labor  and  capital  will  produce  more  on  this  wild  land,  at  once, 
than  is  being  produced  by  such  labor  and  capital  as  now  employed, 
or  likely  to  be  employed,  there  is  a  clear  gain  in  developing  the 
new  land.  However,  the  cry  for  more  labor  on  the  farm  land  now 
operated  is  hardly  in  accord  with  a  demand  for  the  preparation 
of  new  fields  on  which  an  initial  expenditure  of  labor  and  capital 
is  demanded  before  cultivation  or  other  utilization  may  be  beg^n. 
Rather  we  need  more  fertilizer,  more  machines,  and  all  the  labor 
available  on  the  farms  as  they  are.  But  more  than  at  any  previous 
time  do  we  need  statesmanship  in  formulating  plans  for  the  future 
utilization  of  land,  in  order  that  it  may,  so  far  as  possible,  be 
owned  by  those  who  till  it;  cultivated  so  as  to  make  it  produce 
without  undue  depletion  of  its  powers ;  and  be  «old  when  need  be 
on  the  basis  of  its  productive,  rather  than  its  speculative,  value. 


WORK    OF    THE    OFFICE    OF    FARM    MANAGEMENT 

RELATING  TO  LAND  CLASSIFICATION 

AND  LAND  TENURE 

By  W.  J.  Spillman 
Ufdted  States  Department  of  Agriculture 

It  is  an  old  saying  that  foresight  is  better  than  hindsight,  but 
it  is  not  in  the  nature  of  most  men  upon  whom  problems  of  im- 
mediate importance  are  pressing  to  neglect  those  for  others,  how- 
ever important,  that  relate  only  to  the  future.  Considering  the 
pressure  under  which  most  of  us  work,  it  is  not  surprising  that 
we  do  not  attempt  to  cross  bridges  before  we  come  to  them. 

Until  recently  we  have  had  in  the  West  what  the  general  public 
thoughtlessly  regarded  as  an  inexhaustible  supply  of  the  richest 
farming  land  in  the  world.  It  was  a  common  saying  that  *^ncle 
Sam  is  rich  enough  to  give  us  each  a  farm."  It  was,  of  course, 
realized  that  sometime  the  free  lands  would  become  exhausted, 
but  this  was  a  problem  of  the  future  with  which  future  generations 
could  deal  when  they  came  to  it. 

I  do  not  mean  to  imply  that  here  and  there  discerning  indi- 
viduals did  not  foresee  the  necessities  that  would  soon  arise  as 
the  result  of  land  shortage.  But  a  few  individuals  urging  upon 
the  people  the  necessity  for  action,  the  need  for  which  is  not  gen- 
erally apparent,  can  usually  accomplish  little.  They  can,  how- 
ever, disseminate  knowledge  that  will  be  highly  useful  when  the 
occasion  for  its  use  becomes  apparent  to  all,  so  that  a  problem 
that  suddenly  becomes  pressing  need  not  necessarily  be  wholly  new 
and  unexpected. 

As  long  as  the  prospective  farmer  could,  by  moving  a  few  days' 
journey  to  the  westward,  acquire  a  farm  on  virgin  soil  for  prac- 
tically nothing,  it  was  not  possible  for  farm  lands  already  settled 
to  have  a  market  value  commensurate  with  the  security  they  offer 
to  the  investor;  nor  could  there  arise  a  problem  of  tenantry,  for 
tenants  were  in  position  to  exact  considerate  treatment.  It  was 
60  easy  for  them  to  become  owners  that  they  had  all  the  advantage 
in  bargaining  with  landlords. 

The  virtual  exhaustion  of  the  public  domain  so  far  as  good 
farm  lands  are  concerned  has  changed  all  this.  During  the  decade 
ending  with  1910  farm  lands  increased  in  market  value  per  acre 
108  per  cent,  in  spite  of  the  fact  that  most  of  the  new  farm  lands 
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were  intrinsically  less  valuable  than  the  older  lands.  Part  of  this 
increase  was  doubtless  due  to  rise  in  price  of  farm  products,  but 
only  part,  for  the  average  increase  in  prices  of  such  products  was 
only  67  per  cent.  The  other  important  factor  was  the  increased 
demand  for  improved  farm  land  on  the  part  of  those  who  in  former 
times  would  have  taken  up  new  land.  But  even  the  67  per  cent 
rise  in  prices  of  farm  products  was  itself  due  mainly  to  shortage 
of  land.  The  area  devoted  to  crops  for  which  acreage  is  reported 
increased  during  the  last  three  census  periods  at  percentage  rates 
of  82,  29,  and  10  respectively.  During  the  last  period  the  increase 
was  only  about  one-third  what  it  had  been  previously.  It  is  true 
that  production  per  acre  is  improving,  but  not  at  a  rate  sufficient 
to  compensate  for  per  capita  decrease  in  crop  area. 

The  bearing  of  all  this  is  evident.  We  have  come  to  a  period 
in  our  national  development  when  land  has  become  the  most 
important  limiting  factor  in  the  further  development  of  our  agri- 
cultural resources.  It  is  therefore  time  to  take  stock  of  our  re- 
sources in  land. 

In  the  past,  the  people  of  the  United  States  have  produced  a 
large  amoimt  of  wealth  per  capita  annually.  The  standard  of 
living  has  therefore  been  high  as  compared  with  the  peoples  of 
Europe,  where  population  is  relatively  larger  in  comparison  with 
natural  resources.  It  is  essential  that  we  defer  as  long  as  possible 
the  time  when  these  resources  must  be  subdivided  between  so  many 
individuals  that  the  individual  portion  shall  be  too  small  to  permit 
a  satisfactory  standard  of  living. 

Three  factors  may  contribute  to  this  end.  First,  we  may  de- 
velop latent  resources,  such  as  are  represented  by  land  yet  un- 
improved but  adapted  to  improvement.  Second,  we  may  make 
more  intelligent  use  of  land  already  in  use,  and  thus  increase  its 
output.    The  remaining  alternative  is  limitation  of  population. 

The  last  alternative  is  a  subject  for  the  consideration  of  immi- 
gration officials  and  eugenicists.  Increased  production  per  acre  i» 
a  matter  of  agronomic  research  and  education.  The  bringing  into 
use  of  new  areas  of  land  is  the  meat  of  the  subject  before  us  for 
consideration  here  today. 

As  long  as  good  farm  land  was  abundant  and  readily  available, 
a  knowledge  of  that  fact  sufficed.  But  when  we  become  limited 
as  we  now  are  to  lands  less  easily  made  available,  lands  requiring 
the  expenditure  of  much  labor  and  money  in  their  subjugation, 
a  census  of  farm  land  has  become  imperatively  necessary  to  our 
continued  progress  as  an  agricultural  people.    This  census  should 
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give  U8  information  as  to  the  present  tenure  and  use  of  land,  and 
as  to  its  agricultural  adaptability. 

In  this  connection  it  is  of  interest  to  know  that  the  present 
Director  of  the  Census  realizes  fully  the  importance  of  this  work, 
and  has  already  taken  steps  looking  toward  a  census  both  of  farm 
lands  and  of  land  not  in  farms. 

While  land  may  be  classified  in  many  ways,  depending  on  the 
purpose  the  classification  is  to  serve,  the  important  considerations 
from  the  standpoint  of  agricultural  resources  are  present  use  and 
natural  adaptation.  It  is  much  less  difficult  to  secure  data  on 
present  use  of  land  than  on  its  adaptation  to  various  purposes. 
The  farmer  can  readily  tell  you  the  use  he  is  making  of  the  various 
parts  of  his  farm.  But  no  one  knows  very  accurately  the  adapta- 
bility of  land  not  already  put  to  agricultural  use.  Besides,  the 
possibilities  of  any  given  land  area  depend  on  the  degree  of  in- 
tensity of  the  farming  justified  by  what  we  may  call  the  economic 
environment.  In  Italy,  land  is  used  for  olive  groves  or  vineyards 
that  in  Missouri  would  hardly  be  considered  fit  for  goat  pasture. 

The  Office  of  Farm  Management,  in  analyzing  the  business  of 
a  farm,  always  secures  an  account  of  the  use  to  which  the  various 
parts  of  the  farm  are  put.  Years  of  experience  in  this  work  have 
resulted  in  the  development  of  a  system  of  classifying  farm  land 
that  has  proven  very  satisfactory  in  interpreting  the  business  of 
the  farm.  The  land  classification  used  in  this  work,  based  solely 
on  use,  is  as  follows : 

Total  area  of  farm 

Tillable  area 

Crop  area 

Idle  or  fallow  crop  land. .     

Tillable  pasture   

Woods  pastured 

Other  pasture 

Woods  not  pastured 

Other  farm  land   

A  conunittee  appointed  by  the  Director  of  the  Census  has  rec- 
ommended the  use  of  this  system  of  classification  for  the  census 
of  19S0,  and  its  adoption  is,  I  think,  probable.  If  it  is  adopted  it 
wiQ  give  much  valuable  information.  I  may  add  that  in  planning 
the  campaign  last  spring  for  increased  production  this  year,  a 
biowledge  of  the  facts  concerning  pastures  possibly  available  for 
crops  became  evident.  The  Census  Bureau,  not  being  in  position  to 
tabulate  this  material  from  the  last  census,  very  magnanimously 
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turned  all  the  farm  schedules  over  to  the  Office  of  Farm  Manage- 
ment and  the  tabulations  were  made  in  time  to  be  of  material  as- 
sistance for  fall  planting.  The  results  of  this  tabulation  are  now  in 
the  printers'  hands.  They  show  roughly  that  86  per  cent  of  the  farm 
lands  of  this  country  are  in  crops,  SS  per  cent  in  pasture,  and 
81  per  cent  woodland,  waste  land,  etc.  Of  the  pasture  land  ap- 
proximately one-third  is  improved,  one-third  woodland,  and  one- 
third  other  unimproved  pasture. 

As  many  of  you  know,  Mr.  O.  E.  Baker,  of  the  Office  of  Farm 
Management,  with  several  assistants  and  numerous  collaborators, 
is  engaged  in  bringing  together  an  Atlas  of  American  Agriculture. 
One  section  of  this  atlas  is  devoted  to  Land  Classification  and 
Utilization,  and  another  section  to  Property  in  Land.  Under  the 
latter  heading  the  principal  subdivisions  are  Land  Values,  Land 
Tenures,  and  Land  Policies.  We  are  much  pleased  to  announce 
that  Professor  Ely  has  kindly  consented  to  become  responsible  for 
the  development  of  the  section  on  Land  Policies. 

In  the  section  on  Classification  of  Land,  the  system  of  classifica- 
tion adopted  is  based  as  largely  as  possible  on  the  potentialities 
of  the  land  for  agricultural  uses.  Mr.  Baker  is  now  at  work  as- 
sembling the  data  for  a  nine  section  map  showing  the  distribution 
of  the  various  land  areas.  The  entire  map  will  be  48  by  72  inches. 
It  is  realized  that  this  map  can  be  at  best  a  mere  approximation 
until  more  data  can  be  obtained  than  are  now  available.  The  sub- 
divisions of  land  to  be  indicated  on  the  map,  as  at  present  agreed 
upon,  but  subject  to  revision,  are: 


1.  Agricultural  land 


Irrigated 


Non-irrigated' 
crop  land 


(In  crops 

(Wild  hay  meadows 

Grade  A.     Ist  quality 

Grade  B.     2d 

Grade  C.     Sd 

Dry  farming  land.  Moderately  dry 

Dry  farming  land.   Rainfall  meagre 


<« 


f< 


2.  Grazing  land 


3.  Forest  land 


Grade  A.     Good  grass  land  pastures 
Grade  B.     Western  ranges 
Grade  C.     Desert  land  pastured 
^Sagebrush  land  pastured 

Brush  land 

Woodland 

Timberland 


4.  Alpine  summits  and  absolute  desert 
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The  Office  of  Farm  Management  has  for  several  years  devoted 
a  part  of  its  energies  to  a  study  of  methods  and  cost  of  bringing 
stump  lands  into  use  as  farm  land.  Several  bulletins  have  been 
issued  on  various  phases  of  this  subject.  Appropriations  for  this 
work  have  recently  been  discontinued. 

Proportion  of  farm  land  for  cropsj  pasture^  timber^  etc. — ^In 
cooperation  with  the  Forest  Service  the  Office  of  Farm  Manage- 
ment recently  made  an  extended  study  of  the  farm  woodlot  from 
the  point  of  view  of  farm  woodlot  economy.  The  object  of 
this  study  was  to  ascertain  the  economic  status  of  the  woodlot 
as  a  farm  enterprise  in  different  sections  of  the  country,  particu- 
larly the  proportion  of  the  farm  which  should  be  devoted  to  this 
enterprise.  The  results  of  this  investigation  are  now  practically 
ready  for  publication. 

The  office  is  also  making  studies  of  the  economics  of  pasture 
land,  with  a  view  to  ascertaining  the  proper  proportion  of  pasture 
land  in  a  well-balanced  system  of  agriculture  in  different  sections 
of  the  country. 

How  farmers  acquire  their  status. — ^Another  problem  under 
investigation  by  the  Office  of  Farm  Management,  which  has  a  bear^ 
ing  on  the  general  problem  of  land  tenure  in  this  country,  relates 
to  the  manner  in  which  the  farmers  now  occupying  American  farms 
acquired  their  present  status  of  tenant  or  owner.  How  farm 
owners  in  five  townships  of  Warren  County,  Illinois,  acquired  their 
status  is  shown  as  follows : 

How  463  Iixiirois  Fabm  Owkebs  Acquibed  Theie  Farms 


Inheri- 
tance 

Mar. 

riage 

Purchase 

Total 

Per  cent 

Stages  paflsed^ 

From  near 
relatiTe 

From 
others 

of  grand 
toUl 

P-H-T-0  .   , 
O'-H-T-O.   . 

P T-0  . 

0'-— T-0  .  , 
F-H— 0  .   . 
O'-H— 0  .   , 

F ^0  .   . 

O' 0  .   . 

2 

85 
8 

77 
8 

9 
2 
6 

15 
2 
9 
4 

16 

2 

64 

4 
5 

80 
5 

74 

2 
56 

8 
18 

2 
18 

8 

100 

6 

150 

10 

88 

4 

184 

25 

22 

1 
88 
2 
7 
1 
29 
5 

Total    .    . 

126 

46            115 

176 

462 

100 

Per  cent  of  grand 
total   .... 

27 

10 

25 

88 

100 

iThe  meaning  of  the  symbols  in  column  1  is  as  follows;  O  = 
tenant;  H  z=  hired  man;  F  =  work  on  his  father's  farm;  0' 
occnpations. 


=  owner;  T  = 
=  from  other 
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It  will  be  noted  that  S6  per  cent  of  these  fanners  skipped  the 
hired-man  stage,  8  per  cent  skipped  the  tenant  stage,  largely  be- 
cause they  married  girls  who  owned  farms,  while  84  per  cent 
skipped  both  these  stages.  Only  S8  per  cent  climbed  the  entire 
agricultural  ladder.  The  majority  of  those  who  skipped  both 
hired  man  and  tenant  stages  acquired  their  farms  by  inheritance. 

These  investigations  are  being  widely  extended.  They  include 
consideration  of  the  length  of  the  various  stages  through  which 
men  pass  in  becoming  farm  owners.  The  field  data  in  this  investi- 
gation are  collected  by  Mr.  H.  H.  Clark  of  the  Office  of  Farm 
Management. 

Tenancy. — ^A  number  of  problems  under  investigation  in  the 
Office  of  Farm  Management  involve  various  phases  of  the  tenancy 
problem,  such  as  the  relation  of  land  prices  to  rental  values,  per- 
centage of  tenancy,  length  of  time  required  to  acquire  owner- 
ship, etc. 

The  lease  contract  is  considered  one  of  the  major  problems 
from  the  standpoint  of  farm  management.  Dr.  E.  V.  Wilcox, 
assisted  by  Mr.  E.  A.  Boeger  and  Mr.  H.  A.  Turner,  has  collected 
many  thousands  of  these  contracts  and  several  publications  have 
already  been  issued  relating  to  them.  Others  are  contemplated. 
We  are  beginning  to  arrive  at  a  conception  of  the  fundamental 
idea  underlying  the  lease  contract.  In  many  hundreds  of  cases 
a  careful  analysis  of  the  farm  business  has  been  made  with  a  view 
to  interpreting  the  terms  of  the  lease  contract  in  actual  income 
of  limdlord  and  tenant. 

Ranch  Economics. — ^Another  line  of  work  conducted  by  the 
Office  of  Farm  Management  has  an  important  bearing  on  the 
settlement  of  the  range  country.  Originally,  the  homestead  laws 
parceled  out  the  land  in  farm  units  designed  to  be  suitable  for  a 
farm  business  that  would  adequately  support  a  farm  family.  On 
the  asstunption  that  the  same  principle  would  result  in  the  satis- 
factory utilization  on  a  sound  economical  basis  of  the  range  coun- 
try, the  Office  of  Farm  Management  is  undertaking  to  determine 
the  optimum  magnitude  of  the  ranching  business;  that  is,  the 
magnitude  of  business  of  various  kinds  required  for  the  adequate 
support  of  a  family.  Ranchers  measure  the  magnitude  of  their 
business  especially  by  the  number  of  breeding  animals  in  their 
herds.  When  once  the  number  of  these  animals  required  for  a 
satisfactory  business  has  been  determined  and  the  proportion  the 
breeding  animals  constitute  of  the  entire  animal  equipment  of  the 
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ranch,  it  is  then  only  necessary  to  determine  the  carrying  capacity 
of  the  available  ranges  in  order  to  know  the  area  required  for  a 
satisfactory  business.  Methods  of  analyzing  the  ranch  business 
are  already  fairly  well  understood,  and  it  is  believed  that  the  re- 
sults of  this  investigation  will  form  an  adequate  basis  for  intelli- 
gent legislation. 

It  is  of  interest  to  note  in  this  connection  that  where  the  public 
domain  is  not  definitely  parceled  out  among  ranchmen  and  where, 
in  consequence,  any  stock  owner  may  move  his  stock  to  any  point 
on  the  public  domain  accessible  to  him,  it  is  impossible  for  the 
ranchman  to  conserve  in  any  way  a  supply  of  range  feed  for  his 
animals,  even  for  the  near  future;  for  any  conservation  he  may 
practice  is  as  likely  to  benefit  his  competitor  as  himself.  Investi- 
gations have  shown  that  where  the  ranchman  has  complete  control 
over  his  range  and  can  thus  reap  the  benefits  of  his  own  efforts 
at  conservation,  the  carrying  capacity  of  the  range  may  be  greatly 
increased.  It  may  therefore  be  assumed  that  when  a  proper  basis 
has  been  determined  for  legislation  on  the  subject  and  the  range, 
by  some  method  of  leasing,  homesteading  or  otherwise,  has  been 
parceled  out  among  ranchmen  so  that  each  has  exclusive  control 
of  his  own  range,  a  material  increase  will  result  in  the  amount  of 
stock  produced  in  the  range  coimtry. 

This  practically  completes  the  list  of  studies  in  progress  in  the 
Office  of  Farm  Management  bearing  on  problems  of  land  tenure 
and  land  utilization. 


GOVERNMENT  AID  AND  DIRECTION  IN 
LAND  SETTLEMENT* 

By  Elwood  Mead 
The  University  of  Calif  omia 

1  wish  to  present  the  benefits  which  would  come  to  this  country 
from  the  adoption  of  a  definite  scheme  of  land  settlement  to  be 
carried  out  through  government  aid  and  direction,  and  to  describe 
some  of  the  methods  and  policies  now  in  operation  in  other  coun- 
triesy  and  needed  here  to  secure  the  full  utilization  of  our  agri- 
cultural resources.  In  doing  this  I  shall  deal  with  the  conditions 
which  existed  before  the  war  and  those  likely  to  exist  after  the 
war  ends.  This  explanation  is  necessary  to  avoid  reference  to  the 
temporary  prosperity  growing  out  of  the  present  urgent  demand 
for  food  products. 

The  adoption  of  the  policy  proposed  would  be  a  radical  de- 
parture from  the  ideas  and  methods  which  have  prevailed  in  the 
past;  but  that  is  not  an  objection:  the  time  has  come  for  a  change. 
This  is  an  entirely  different  nation  from  the  one  which  gave  I6O9- 
OOO9OOO  acres  of  lands  to  railroads  and  other  corporations,  and 
still  larger  grants  to  the  states. 

The  social  and  economic  value  of  having  land  owned  by  its 
cultivators  was  not  recognized.  Its  influence  on  rural  civilization 
was  disregarded.  These  buyers  of  government,  railroad,  and  state 
lands  did  not  buy  with  the  idea  of  becoming  farmers  or  of  creating 
an  enduring  form  of  agriculture.  They  bought  simply  to  sell 
again  at  a  profit.  And  so  we  had  the  government  selling  land,  the 
railroads  selling  land,  the  private  speculator  selling  land — all 
seeking  colonists  and  creating  an  agricultural  expansion  far  be- 
yond the  needs  of  the  country.  It  was  no  advantage  to  the  nati<m 
to  entice  a  farmer  away  from  Connecticut,  where  he  was  needed, 
and  place  him  in  the  far  West,  where  a  surplus  of  crops  made 
com  a  cheaper  fuel  than  coal.  The  great  areas  of  land  thrown 
on  the  market  caused  the  social  and  economic  needs  of  agricultural 
development  to  be  disregarded.  Men  who  had  never  farmed,  who 
had  no  intention  of  becoming  farmers,  bought  farming  land  as 
they  bought  comer  lots  in  boom  towns,  not  to  make  a  profit  from 

iThis  paper  was  prepared  as  part  of  the  investigation  of  the  land  settle- 
ment question,  as  arranged  for  at  the  meeting  of  1915,  but  was  not  read  in  foil 
at  Philadelphia. 
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its  improvement  and  cultivation  but  to  obtain  the  unearned  incre- 
ment ;  to  share  in  the  advanced  prices  which  development  by  others 
would  bring.  Settlement  became  migratory  and  speculative.  Men 
gave  no  regard  to  the  future  in  adopting  a  kind  of  cultivation 
which  exhausted  the  fertility  of  the  soil.  When  this  occurred  they 
went  west  and  repeated  the  process.  The  speculative  spirit  per- 
vaded all  classes;  clerks,  stenographers,  miners,  people  in  every 
vocation,  bought  land  without  any  investigation  into  its  productive 
value  or  any  intention  of  living  on  it.  The  result  was  that  land 
prices  have  in  many  cases  risen  above  productive  values.  This 
adds  to  the  burdens  of  the  future  buyer  and  cultivator. 

Because  development  has  been  speculative,  because  the  state  has 
never  recognized  the  responsibility  it  should  have  assumed  in  so 
shaping  the  settlement  of  the  public  lands  as  to  create  an  organized 
rural  society  at  the  outset,  we  have  an  agriculture  wasteful  of  soil 
fertility,  lacking  organization,  and  especially  inefficient  in  the  dis- 
tribution of  what  is  grown.  If  the  needs  of  agriculture  and  the 
organization  of  rurcd  society  had  been  understood  when  the  nation 
was  disposing  of  the  public  land,  the  first  step  would  have  been 
its  classification,  which  would  have  indicated  its  productive  value 
and  the  cost  of  its  development.  Moreover,  some  of  the  land,  like 
the  forest  land,  would  have  been  retained  permanently  in  public 
ownership,  and  there  should  have  been  such  a  limitation  of  tenure 
as  would  have  prevented  the  speculative  accumulation  of  great 
landed  estates.  The  farm  unit  would  have  been  adjusted  to  cli- 
matic conditions.  In  some  instances  it  would  have  been  made  much 
larger  than  the  one  generally  adopted,  and  in  others  smaller. 
Science  would  have  gone  hand  in  hand  with  the  settlement  of  the 
arid  and  semi-arid  country,  and  all  that  science  could  give  would 
have  been  utilized,  first  in  the  creation  of  the  conditions  of  settle- 
ment and  then  in  aiding  the  settler  in  his  difficult  task.  Because 
nothing  was  done,  these  heroic  but  uninformed  souls  were  be- 
deviled by  winds,  cold,  drouth,  and  insect  pests.  They  wasted 
their  efforts,  lost  their  hopes  and  ambitions,  and  a  tragic  percent- 
age left,  impoverished  and  embittered.  The  tragic  part  of  this 
history  is  that  nearly  all  this  suffering  and  loss  could  have  been 
avoided  under  a  carefully-thought-out  plan  of  development. 

The  pictures  of  rural  New  England  life  in  Mrs.  Wharton^s 
Summer^  the  portrayal  of  the  struggles  of  western  pioneers  in 
Hamlin  Garland's  Son  of  the  Middle  Border^  the  conditions  of 
tenants  and  settlers  in  the  West  and  Southwest  described  in  the 
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Report  of  the  Commission  on  Industrial  Relations,  Farm  Leases 
in  lowoj  and  the  Report  of  the  California  Commission  on  Col- 
onization and  Rural  Credits,  show  that  there  is  need  of  doing 
something  to  make  farm  life  more  attractive,  to  create  broader 
opportunities  for  poor  men  to  buy  farms ;  and  that  the  continued 
increase  of  nonresident  ownership  of  land  and  its  cultivation  by 
tenants  must  be  checked  if  this  country  is  to  avoid  an  agrarian 
revolution. 

With  the  disappearance  of  free  land  this  country  entered  on  a 
new  social  and  economic  era.  Free  land  or  cheap  land  furnished 
an  open  road  to  economic  independence.  This  road  has  been  closed 
and  nothing  has  been  devised  to  take  its  place.  Privately  owned 
lands  have  risen  rapidly  and  continuously  in  price.  On  an  average 
farming  lands  in  the  United  States  sell  for  nearly  three  times  as 
much  as  in  the  opening  years  of  the  century. 

Men  of  small  capital  are  finding  it  increasingly  difficult  to  be- 
come farm  owners.  The  number  who  attempt  it  is  decreasing;  and 
the  years  required  to  pay  for  a  farm  out  of  the  products  of  the 
soil  have  been  doubled  and  quadrupled.  As  a  result  American 
agriculture  is  breaking  down.  Its  currents  are  setting  in  the  wrong 
direction.  Well-to-do  farmers  are  flocking  to  the  cities  and  their 
children  go  with  them.  In  the  most  fertile  sections  of  the  country 
there  are  scores  of  counties  with  less  people  now  than  they  had 
ten  years  ago.  There  is  a  disquieting  increase  in  the  percentage 
of  land  owned  by  nonresidents.  Farm  tenantry  is  coming  to  be 
accepted  not  as  a  step  towards  farm  ownership  but  as  a  permanent 
condition,  and  the  position  of  the  American  tenant  is  less  satisfac- 
tory than  that  of  his  European  counterpart,  because  neither  law 
nor  custom  throws  around  him  the  safeguards  which  are  found  in 
most  countries  where  tenantry  is  a  permanent  feature  of  rural  life. 

The  American  farm  laborer  is  disappearing.  In  many  sections 
he  is  being  discriminated  against  because  he  is  too  independent. 
Landowners  are  seeking  men  with  low  standards  of  living  but 
familiar  with  hard  bodily  toil.  "What  we  want,"  declared  a  re- 
cent conference,  "is  farm  labor  weak  in  the  head  but  strong  in 
the  knees,"  and  this  want  is  being  filled  by  recruits  from  Asia  or 
the  Balkan  Peninsula,  who  may  be  good  laborers  but  who  do  not 
contribute  to  the  political  or  social  strength  of  the  nation.  Im- 
mediate corrective  action  should  be  taken  to  prevent  the  extension 
of  this.  American  rural  life  can  not  retain  its  hopefulness  and 
independence  if  it  is  to  become  a  great  pool  wherein  are  dumped 
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people  who  labor  without  ambition ;  without  any  agreement  as  to 
the  standards  of  life,  or  any  interest  in  our  political  institutions. 

In  too  many  of  the  newer  rural  districts  of  America  there  is 
less  social  progress  than  in  some  of  the  older  European  countries. 
We  are  doing  less  than  they  to  enable  people  who  have  industry 
and  thrift,  and  but  little  else,  to  buy  and  improve  farms.  The 
importance  of  this  can  hardly  be  overestimated.  The  experience 
of  the  world  indicates  clearly  that  the  best  farms,  the  most  con- 
tented i^eople,  and  the  most  stable  political  conditions  are  found 
where  farmers  own  the  houses  they  live  in  and  the  land  they  culti- 
vate. Those  who  realize  the  full  significance  of  these  facts  believe 
that  our  indifferent  attitude  toward  the  social  problems  of  the 
farm  must  be  abandoned  and  that  in  order  to  hold  young  people 
on  the  farms  we  must  plan  a  rural  development  which  will  provide 
economic,  intellectual,  and  social  opportunities  at  least  equal  to 
those  of  other  countries. 

The  economic  foundation  of  this  planned  rural  development  is 
the  ownership  of  the  land  by  those  who  cultivate  it.  Only  those 
who  live  under  their  own  vine  and  fig  tree  realize  the  full  value  of 
rural  life.  The  most  satisfactory  social  progress  and  the  greatest 
advances  in  agriculture  are  found  where  patriotism  has  its  roots 
in  the  soiL  Several  of  the  leading  countries  of  the  world  have 
realized  this  fact.  In  order  to  check  political  unrest,  to  lessen 
the  economic  loss  by  migration  to  other  countries  and  lessen  the 
movement  from  the  country  into  the  cities,  Denmark,  Ireland,  New 
Zealand,  the  Australian  Commonwealth,  Germany,  and,  to  a  lesser 
degree,  a  number  of  other  countries,  have  inaugurated  a  plan  of 
rural  development  in  which  the  land  is  bought  in  large  areas,  sub- 
diyided  into  farms  and  farm  laborers'  allotments,  and  then  sold 
to  actual  settlers,  on  long-time  payments.  The  buyers  are  aided 
in  improving  and  cultivating  these  farms  by  a  competent  organiza- 
tion, adequately  financed  by  the  government.  They  are  given  the 
benefit  of  expert  advice,  not  only  in  their  agricultural  operations 
but  in  forming  buying  and  selling  organizations.  In  other  words, 
these  countries  are  creating  an  organized  community  development. 

This  plan  of  rural  development  is  the  greatest  agrarian  reform 
of  the  last  century.  It  is  enabling  discontented  tenantry  and 
poor  laborers  to  enjoy  landed  independence,  to  live  in  better 
houses,  to  have  more  and  better  live  stock,  to  educate  their  children 
&nd  to  have  a  deeper  love  for  their  country  for  what  it  is  doing 
for  them.    A  new  and  better  civilization  is  being  bom. 
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The  adoption  of  this  policy  by  the  United  States  will  not,  there- 
fore, be  an  experiment.  It  has  been  a  financial  and  economic 
success  in  the  thickly  populated  countries  of  Europe  and  in  the 
sparsely  populated  countries  of  Australia  and  New  Zealand.  The 
need  for  it  in  the  United  States  is  far  more  acute  than  this  opti- 
mistic nation  realizes.  In  the  ten  years  before  the  beginning  of 
the  present  war  900,000  people  left  the  United  States  to  take 
farms  in  Canada.  They  took  with  them  millions  of  capital  and 
an  energy,  ability,  and  experience  that  we  can  not  afford  to  lose. 
In  the  year  preceding  the  war  one  of  the  Brazilian  states  had  1600 
applications  for  farms  from  the  single  city  of  San  Francisco.  In 
the  stress  of  this  war  the  Commonwealth  of  Australia  has  appro- 
I»iated  $100,000,000  to  be  spent  in  buying  and  subdividing  land 
and  making  farms  ready  for  cultivation  for  the  returning  soldiers. 
England  is  preparing  homes  for  the  Empire's  returning  soldiers. 
Grermany  has  a  complete  set  of  plans  for  the  agricultural  develop- 
ment of  Poland.  Our  young  men  will  return  home  filled  with  enter- 
prise, looking  at  the  world  in  a  new  way ;  and  unless  we  make  pro- 
vision in  advance  for  enabling  them  to  enjoy  landed  independence 
without  undergoing  the  privation,  the  hardship,  and  anxiety  in- 
volved in  the  purchase  of  land  imder  the  conditions  imposed  by 
private  colonization  agencies,  they  will  not  remain  here.  They 
will  embrace  the  broader  opportunities  afforded  by  the  state-aided 
and  directed  development  of  other  countries. 

The  most  important  land  settlement  bill  thus  far  considered 
by  Congress  is  the  National  Colonization  Bill,  introduced  in  the 
last  Congress  by  Hon.  Robert  Crosser  of  Ohio.^  It  provides  a 
revolving  fund  of  $50,000,000  to  be  administered  by  a  National 
Colonizing  Board  made  up  of  the  Secretaries  of  Labor,  Interior, 
and  Agriculture.  The  Secretary  of  Labor  is  to  be  its  president. 
This  board  is  authorized  to  expend  the  fund  in  purchasing  land 
and  in  preparing  it  for  settlement.  The  land  acquired  would  be 
subdivided  into  farm  units  of  varying  sizes  each  of  which  would 
be  large  enough  to  afford  a  living  for  a  family.  Roads  and  drains 
would  be  built  before  settlement  and,  if  deemed  expedient,  houses 
and  bams  would  be  erected  so  that  farmers  could  begin  without 
delay  to  cultivate  their  fields.  If  the  land  were  arid,  irrigation 
works  would  be  built  and  the  surface  prepared  for  the  application 
of  water.  The  powers  and  the  duties  of  this  board  would  not  end 
with  material  improvements.     The  board  has  authority  for  de- 

1 H.  R.  No.  11399,  64th  Cong.,  Ist  Session. 
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veloping  and  supplying  timber,  coal,  power,  telephone,  and  other 
services  to  settlers ;  for  organizing  facilities  for  purchasing,  mar- 
keting, and  other  cooperative  activities ;  and  for  securing  any  other 
improvements  or  services  necessary  for  the  efficient  organization 
and  development  of  any  colony  established  under  this  act. 

Under  this  act  the  land  will  forever  remain  the  property  of  the 
United  States ;  instead  of  a  freehold  title  the  settler  will  be  given 
a  perpetual  right  to  use.  When  his  use  ceases  his  right  to  control 
the  land  will  cease  and  the  land  will  revert  to  the  government  and 
become  available  for  some  other  cultivator.  Nonresident  owner- 
ship and  tenant  farming,  in  the  ordinary  sense  of  the  term,  would 
be  impossible.  The  passage  of  this  bill  would  make  it  possible 
for  hundreds  of  people  to  own  farms  who  could  not  hope  to  do  so 
under  the  ordinary  conditions  of  private  sale  and  private  credit. 
The  anxieties  and  tragical  percentage  of  failures  that  have  ac- 
companied development  in  the  past  would  be  eliminated.  All  this 
would  be  possible  without  it  becoming  a  charitable  measure,  or 
imposing  any  burden  on  the  taxpayer.  Every  settler  buying  land 
under  this  bill  would  be  expected  to  repay  all  the  money  advanced 
in  buying  a  farm,  or  providing  equipment,  with  4  per  cent  interest 
on  deferred  payments;  and  with  the  business  management  that 
has  attended  similar  undertakings  in  other  countries  this  could 
easily  be  done. 

California  Leads  State  Legislation 

In  the  past  there  have  been  isolated  efforts  to  create  rural 
communities  of  a  definite  character.  But  such  settlements  as  the 
Greeley  Colony  in  Colorado  and  those  of  the  Mormon  Church  in 
different  western  states  were  based  on  some  social  or  religious  idea 
rather  than  on  the  conception  that  land  settlement  is  a  public 
matter  and  should  be  under  public  direction.  California  is  the 
first  American  state  to  attempt  to  create  a  rural  life  in  accord- 
ance with  carefully-thought-out,  prearranged  plans. 

The  reasons  for  this  movement  in  California  are  well  expressed 
in  the  opening  paragraphs  of  the  recently  enacted  land  settle- 
ment bill : 

The  legislature  believes  that  land  settlement  is  a  problem  of  great 
importance  to  the  welfare  of  all  the  people  of  the  state  of  California 
and  for  that  reason  through  this  particular  act  endeavors  to  improve 
the  general  economic  and  social  conditions  of  agricultural  settlers  with- 
in the  state  and  of  the  people  of  the  state  in  general. 

With  the  object  of  promoting  closer  agricultural  settlement^  assist- 
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ing  deserving  and  qualified  persons  to  acquire  small  improved  fanns> 
providing  homes  for  farm  laborers^  increasing  opportunities  under  the 
federal  farm  loan  act^  and  demonstrating  the  value  of  adequate  capi- 
tal and  organized  direction  in  subdividing  and  preparing  agricultural 
land  for  settlement^  there  is  hereby  created  a  state  land  settlement 
boards  etc. 

Under  this  bill  a  non-salaried  commission  is  authorized  to  buy 
lOyOOO  acres  of  land  and  to  subdivide  it  into  farms  suited  to  the 
agriculture  of  the  district  where  the  land  is  located  and  to  the 
varying  needs  of  settlers. 

Before  the  land  is  thrown  open  to  settlement,  roads  will  be 
built,  irrigable  lands  will  be  prepared  for  the  application  of  water, 
and  a  portion  of  the  land  will  be  seeded  to  crops. 

A  centralized  business  management  will  give  to  settlers  the 
benefits  derived  from  buying  in  large  quantities  and  carrying  out 
preparatory  work  under  skilled  direction.  Instead  of  an  unor- 
ganized individual  development  there  will  be  an  organized  com- 
munity development.  Settlers  will  be  given  information  and  ad- 
vice about  the  expenses  they  must  meet  before  they  are  in  a  posi- 
tion to  earn  a  living  income  from  their  farms.  This  will  prevent 
uninformed  homeseekers  from  wasting  their  time  and  money  by 
entering  on  an  undertaking  which  they  can  not  carry  out. 

The  farms  will  be  sold  only  to  actual  settlers  who  do  not  own 
farms  elsewhere.  Each  applicant  must  show  evidence  of  character 
and  experience,  and  must  satisfy  the  board  of  his  ability  to  culti- 
vate and  pay  for  the  farm  applied  for.  The  aim  is  to  create 
opportunities  which  will  enable  settlers  to  start  with  about  one- 
third  of  the  capital  that  would  be  needed  if  they  acted  as  unaided 
individuals  buying  under  the  conditions  usually  imposed  by  pri- 
vate colonizing  agencies.  Settlers  without  capital  will  not  be 
accepted.  The  amount  of  capital  stipulated  will  not  be  more  than 
any  energetic,  thrifty  man  ought  to  be  able  to  accumulate  in  a 
reasonable  time.  Fifteen  hundred  dollars  wiU  probably  be  the 
minimum.  Payments  on  land  will  be  amortized  and  can,  if  it  is 
desired,  be  extended  over  a  period  of  forty  years.  The  interest 
on  deferred  payments  will  be  5  per  cent,  which  is  far  less  than 
settlers  have  been  paying. 

Settlers  will  be  encouraged  to  adopt  a  kind  of  farming  which 
will,  first  of  all,  maintain  soil  fertility.  The  land  will  be  suited 
to  mixed  farming;  to  rotation  of  crops,  with  the  raising  of  live 
stock  as  a  conspicuous  feature.    It  is  hoped  that  the  settlers  will 
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adopt  one  breed  of  cattle,  one  breed  of  hogs,  and  one  of  sheep. 
If  this  is  done  each  will  be  advised  to  get  one  or  two  pure-bred 
females.  The  board  will  buy  for  the  community  the  pure-bred 
stock.  Most  of  the  animals  at  first  will  be  graded,  but  settlers 
will  find  out  the  value  of  pure-bred  stock  as  they  are  learning 
how  to  handle  it. 

The  interest  the  board  is  taking  in  making  this  settlement  a 
center  for  fine  stock  is  based  in  part  on  the  increased  profits  it 
will  bring  to  settlers  and  in  part  on  the  fact  that  it  makes  farm- 
ing more  interesting.  It  makes  farmers  and  farmers'  children 
students  of  their  calling.  This,  in  turn,  makes  them  more  indus- 
trious and  contented. 

Under  the  act,  speculation  in  land  as  a  feature  of  colonization 
will  be  eliminated.  The  land  will  be  bought  and  subdivided,  with- 
out profit,  the  purpose  being  to  build  up  thrifty,  progressive 
communities,  and  to  make  it  possible  for  young  men  to  marry  and 
enter  on  the  cultivation  of  farms  which  from  the  outset  they  con- 
trol and  which  industry  and  thrift  will  enable  them  to  own. 

In  no  particular  is  there  greater  need  of  change  in  American 
rural  life  than  in  the  present  position  and  treatment  of  the  Amer- 
ican farm  laborer.  The  American  farm  of  the  future  has  special 
need  for  intelligent,  dependable,  trained  men,  who  are  willing  to 
work  for  wages.  They  are  as  essential  to  the  success  of  agri- 
culture as  are  our  farm  owners.  Furthermore,  unless  American  de- 
mocracy is  a  sham  there  is  the  same  need  for  insuring  that  the 
family  of  the  farm  laborer  shall  live  a  comfortable,  independent 
life,  with  opportunities  for  education  and  intellectual  develop- 
ment, as  there  is  for  insuring  these  advantages  to  the  farm  owner. 
It  was  not  necessary  during  the  era  of  free  land  to  pay  much 
attention  to  this  matter.  Good  laborers  remained  on  farms  until 
they  could  save  money  to  become  owners.  They  were  recognized 
as  the  social  equal  of  farm  owners.  But  these  conditions  are  gone. 
The  American  farm  laborer  now  lives,  as  a  rule,  in  a  bunk-house ; 
he  has  no  social  status,  and  competes  with  the  Asiatic  and  the 
peon  and  degenerates  into  a  hobo.  If  he  is  married  it  is  rare 
that  a  home  is  provided  close  to  his  employment,  and  he  is  usually 
separated  from  his  family  for  long  intervals,  which  is  bad  for 
the  family,  bad  for  the  laborer,  and  bad  for  society. 

The  result  is  that  the  intelligent  and  aspiring  American  who 
can  not  afford  to  own  land  is  leaving  the  country  and  going  to 
the  city ;  and  the  social  conditions  of  the  farm  are  suffering.  What 
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is  taking  place  is  well  described  in  the  Report  of  the  Commission 
on  Immigration  and  Housing  in  California: 

The  discrimination  and  oppressive  exploitation  of  this  particular 
class  of  labor  by  the  employers  is  resulting  in  the  elimination  of  whites 
in  this  industry.  The  unequal  warfare  against  such  conditions  is  grad- 
ually overwhelming  the  American  or  white  migratory  laborer.  The 
statements  of  nearly  all  employers  show  a  deep-seated  prejudice 
against  whites  as  employees.  Great  numbers  of  men  unable  to  obtain 
work  or  to  live  under  the  wretched  conditions  imposed  by  employers 
become  hoboes^  and^  when  in  the  centers  of  population^  hang  around 
the  low  sections.  In  ...  as  in  other  places  the  Japanese  and  Hindu 
colonies  are  becoming  larger^  with  the  result  that  the  communities  be- 
come affected;  through  the  introduction  of  these  aliens^  with  their 
particular  form  of  living  and  civilization. 

The  California  Land  Settlement  law  will  change  these  condi- 
tions in  communities  it  creates.  The  farm  laborer  will  be  able 
to  buy  a  home,  which  will  include  two  acres  of  land  and  a  comfort- 
able, sanitary  cottage.  The  initial  payment  required  will  be 
small,  and  the  following  payments  will  extend  over  a  period  of 
twenty  years.  This  will  enable  the  laborer  to  live  with  his  family. 
He  will  have  a  place  where  he  can  employ  his  time  profitably  when 
not  working  for  wages.  His  family  will  be  able  to  keep  a  cow, 
some  pigs,  and  poultry,  which,  by  providing  a  large  part  of  their 
food  supply,  will  enable  them  to  live  cheaply.  The  greatest  benefit 
of  this  innovation  is,  however,  the  influence  it  will  exert  on  the 
lives  and  the  characters  of  the  farm  laborer's  wife  and  children. 
A  home  of  their  own  will  make  them  independent.  It  will  create 
character  and  self-respect.  More  than  any  other  influence  it  will 
check  the  tendency  to  regard  farm  laborers  as  social  outcasts, 
and  will  make  it  less  necessary  to  import  people  who  are  politically 
undesirable  to  till  our  idle  fields. 

When  the  land  is  ready  for  settlement  the  farms  wUl  be  thrown 
open  to  inspection  for  thirty  days.  At  the  end  of  that  time  the 
board  will  consider  the  relative  merits  of  the  applicants.  If  two 
or  more  apply  for  the  same  farm,  the  applicants  will  present  their 
claims  in  person  and  the  farm  will  be  granted  to  the  one  best 
equipped  to  succeed.  Preference  will  be  given  to  married  men 
with  families,  and  to  those  who  have  had  actual  farm  experience. 

For  the  first  five  years  all  transfers  of  land  will  have  to  be 
approved  by  the  board,  and  practically  all  transfers  will  have  to 
be  so  approved  until  the  lands  have  been  paid  for. 

Plans  of  diff^erent  types  of  houses  and  barns  and  of  groupings 
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of  farm  buildings  are  being  prepared,  with  the  assistance  of  the 
division  of  farm  engineering  of  the  State  Agricultural  College. 
Applicants  for  farms  or  for  farm  laborers'  homes  will  be  given 
the  price  at  which  these  houses  can  be  built,  and  they  can  have 
them  built  by  contract  under  the  board's  supervision  by  making 
a  cash  payment  of  one-third  the  cost,  the  remainder  to  be  paid  in 
amortized  payments  extending  over  twenty  years.  The  dimen- 
sions of  these  houses  will  be  so  standardized  that  material,  in  a 
large  degree,  will  be  interchangeable.  Contracts  for  houses  in 
groups  of  from  ten  to  twenty  will  save  time,  reduce  costs,  and 
expedite  construction. 

The  settlers  will  be  aided  in  cooperative  buying  of  live  stock 
and  farm  equipment.  They  will  be  able  to  secure  from  the  board 
loans  amounting  to  60  per  cent  of  the  value  of  permanent  im- 
proYements  which  they  make  on  their  farms.  Thus  if  a  settler 
with  his  own  labor  builds  a  fence,  the  value  of  that  fence  will  be 
determined  by  the  board's  agent  and  he  will  be  able  to  secure  a 
loan  of  60  per  cent  of  its  value  at  5  per  cent  interest.  In  this 
way  it  will  be  far  easier  for  settlers  to  tide  over  the  heavy  initial 
expenses  of  the  first  year  or  two  than  it  is  under  unaided  or  un- 
organized development. 

The  act  provides  for  the  employment  of  a  farm  adviser  who 
will  also  be  a  business  manager  for  the  board.  He  will  be  on  the 
ground  observing  how  settlers  cultivate  their  farms  and  noting 
who  are  industrious  and  who  are  idle  and  unworthy  of  financial 
aid.  The  presence  and  the  influence  of  this  practical  guide  will 
save  many  settlers  from  mistakes  which  would  be  costly.  It  will 
enable  the  board  in  dealing  with  settlers  to  discriminate  between 
those  deserving  aid  and  the  shiftless  who  would  misuse  it.  The 
prompt  and  summary  elimination  of  the  latter  is  essential  because 
of  the  demoralizing  influence  they  may  exert.  Generous  aid  for 
the  worthy  and  unsparing  exposure  of  those  who  seek  to  abuse 
the  state's  interest  will  have  great  influence  in  promoting  a  spirit 
of  community  pride  that,  as  a  rule,  is  lacking  in  individualistic 
colonies.  It  will  encourage  the  formation  of  ah  intelligent,  coordi- 
nated community  life,  whose  object  will  be  not  simply  to  make 
money,  but  to  realize  the  best  there  is  in  modern  civilization.  The 
savmg  which  it  will  efi^ect  in  the  initial  expenses  and  the  gain  it 
will  bring  in  increased  returns  through  arrangements  for  the  sale 
of  products  have  been  so  fully  proven  in  other  countries  that  one 
Working  example  will,  it  is  confidently  expected,  soon  lead  to  wide 
extension  of  this  policy  in  America. 
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Other  States  Have  Equal  Need  for  State-Directed  Settlement 

The  large  number  of  estates  in  California  varying  in  size  from 
5000  to  over  500,000  acres  makes  the  acquiring  of  land  for  state 
colonization  comparatively  simple.  Private  subdivision  is  expen- 
sive and  often  unsatisfactory.  Public  opinion,  therefore,  sup- 
ported the  action  of  the  state. 

The  need  for  such  action  is,  however,  no  greater  in  California 
than  it  is  in  Iowa  or  Illinois.  The  large  percentage  of  land  now 
cultivated  by  tenants  and  the  constant  increase  in  that  percentage 
are  conditions  which  everywhere  need  to  be  corrected.  The  cor- 
rection will  be  more  difficult  in  the  great  agricultural  states  of  the 
Middle  West  where  there  are  no  large  unimproved  areas  awaiting 
settlement.  The  problem  of  the  older  states  is  to  evolve  a  plan 
for  financing  the  purchase  of  farms  for  the  tenants  who  now  culti- 
vate them,  and  to  make  such  changes  in  the  laws  controlling  land 
tenure  as  will  prevent  the  spread  of  tenantry  in  the  future.  This 
must  be  done  or  laws  must  be  enacted  which  will  make  farm  ten- 
antry more  satisfactory  than  at  present.  If  we  are  to  stop  the 
ruinous  exhaustion  of  the  soil,  there  must  be  longer  leases  and 
compensation  for  improvements  made  by  tenants,  including  money 
spent  for  fertilizers.  If  we  are  not  to  have  a  debased  rural  society, 
there  must  be  public  oversight  of  rent  charges  to  prevent  tenants 
being  exploited.  The  experience  of  other  countries  is  that  it  is 
easier  and  better  to  deal  with  farm  tenantry  as  an  evil  and  seek 
to  abolish  it  by  promoting  ownership. 

In  order  to  create  conditions  which  will  prevent  soil  impoverish- 
ment and  a  decline  in  the  character  of  rural  life,  there  must  be 
a  radical  change  from  the  migratory  and  speculative  spirit  which 
has  characterized  our  settlements  in  the  past.  Those  who  object 
to  the  government  assuming  the  responsibility  for  such  a  con- 
structive program  are  inclined  to  advocate  the  single  tax  as  a 
panacea  for  these  rural  ills.  They  argue  that  it  would  make  land 
monopoly  unprofitable  and  open  up  the  land  to  those  who  desire 
to  use  it  but  who  are  unable  to  obtain  it.  This  feeling  is  growing; 
there  is  an  undercurrent  of  resentment  at  a  land  policy  which 
enables  men  to  buy  land  from  the  state  for  less  than  a  dollar  an 
acre  and  hold  it  without  improvement  for  a  few  years  and  then 
rent  it  to  Asiatics  and  peasants  from  Southern  Europe  for  $10 
to  $20  an  acre. 

If  the  government  is  to  buy  land  for  subdivision  and  settlement 
at  its  productive  value,  our  tax  laws  must  be  reformed.  Land 
should  be  taxed  on  the  unimproved  value.    The  tax  should  be  pro- 
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gressive.  The  larger  the  estate  the  higher  the  rate.  The  progres- 
sive land  taxes  of  the  Australian  Commonwealth  and  several  states 
have  proven  to  be  successful  agents  in  promoting  the  subdivision 
of  great  estates  and  their  sale  in  small  tracts.  This  was  the  main 
purpose  in  their  enactment.  The  revenue  is  incidental,  since  the 
tax  ceases  entirely  if  the  property  is  subdivided  into  tracts  suffi- 
ciently small.  A  Tasmanian  estate  worth  over  £400,000,  owned 
by  nonresidents,  paid  a  progressive  land  tax  before  subdivision 
of  £20,000.  Since  subdivision  into  small  orchard  farms  it  has 
paid  nothing.  A  land  tax  helps  in  buying  land,  but  that  alone 
is  not  enough.  To  create  the  agricultural  and  rural  society  this 
Republic  needs  there  must  be  financial  aid  and  practical  direction, 
and  the  influences  leading  to  community  organization. 

State  Aid  in  Settlement  Need  Not  Inflate  Lamd  V allies 

Some  objection  has  been  made  to  state  purchase  of  land  for 
subdivision  and  settlement,  on  the  ground  that  it  would  inflate 
land  prices.  It  will  be  only  through  mismanagement  if  such  re- 
sults occur.  The  price  at  which  land  has  been  bought,  subdivided, 
and  sold  to  settlers  in  Ireland,  Denmark,  and  Australia  is  far 
lower  than  prices  at  which  private  subdividers  sell  land  to  settlers 
in  America.  If  land  is  bought  at  its  productive  value,  which  is 
the  basis  of  purchase  in  the  countries  named,  there  will  be  no  in- 
crease of  present  American  prices.  On  the  other  hand,  no  more 
effective  means  of  inflating  prices  could  be  devised  than  those  we 
arc  now  following.  Swarms  of  real  estate  operators  flood  the 
country  with  exaggerated  and  misleading  statements  about  the 
profits  of  small  farms.  A  comparison  of  the  prices  paid  for  land 
bought  by  the  government  for  settlement  in  Germany,  Ireland, 
Australia,  and  New  Zealand,  with  the  prices  at  which  land  is  sold 
to  settlers  by  private  colonizers  in  the  United  States,  will  convince 
any  one  that  state  direction  is  a  conservative  influence. 

The  California  law  was  the  result  of  a  conviction  that  private 
colonization  is  inadequate ;  that  it  has  not  created  and  it  will  not 
create  the  kind  of  rural  life  this  nation  needs.  There  may  be 
isolated  instances  of  colonizers  who  make  the  prosperity  of  settlers 
the  first  consideration,  but  the  great  majority  are  concerned  with 
immediate  profits.  The  land  is  usually  sold  by  agents  interested 
only  in  the  commissions  the  settler  brings.  In  most  cases  private 
colonizers  make  the  time  of  payment  for  farms  too  short,  require 
too  large  an  initial  payment,  and  give  too  little  attention  to  the 
settler's  capital  aptitude. 
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The  testimony  of  nearly  one  thousand  settlers  living  in  a  large 
number  of  colonies  showed  that  not  one  of  them  had  been  able  to 
complete  his  payments  within  the  time  fixed  in  the  contract.'  Xhe 
percentage  of  those  who  failed  utterly  showed  an  amount  of  h&rd- 
ship,  human  suffering,  and  economic  waste  which  makes  it  unwise 
to  continue  to  depend  on  private  colonization. 

In  land  settlement  carried  on  as  a  public  matter,  profits  from 
land  sales  are  made  secondary  to  rural  progress.  If  it  can  be 
carried  on  without  being  a  burden  on  the  public  treasury  there  is 
no  reason  for  limiting  its  operations.  Convincing  is  the  testimony 
of  one  of  the  countries  which  has  gone  furthest  in  this  direction 
and  whose  laws  and  methods  are  largely  copied  in  the  California 
statute. 

A  recent  report  of  the  Minister  of  Lands  of  Victoria,  Australia, 
stated  that  the  majority  of  their  settlers  had  a  very  small  capital, 
averaging  the  first  five  years  less  than  $1500.  Yet  only  about  15 
per  cent  had  been  unable  to  meet  their  obligations.  This  is  a 
smaller  percentage  of  failure  than  he  has  been  able  to  discover  in 
the  history  of  the  settlement  of  any  other  country.  In  dealing 
with  the  same  subject  in  1914,  the  Premier  said: 

The  final  success  of  this  investment  depends  on  the  returns  which 
can  be  obtained^  and  in  this  respect  the  state  stands  in  an  entirely 
different  position  from  that  occupied  five  years  ago  when  it  made  in- 
tense culture^  combined  with  closer  settlement^  the  basis  of  fnture  de- 
velopment. Then  it  was  an  experiment^  the  success  of  which  was 
doubted  by  many ;  now  it  is  a  demonstrated  success.  Over  large  areas 
in  widely  separated  districts  more  than  ten  times  as  many  families  are 
settled  comfortably^  under  attractive  social  conditions^  as  were  there 
five  years  ago^  and  they  are  obtaining  returns  from  their  holdings 
that  even  less  than  ^ve  years  ago  were  regarded  as  impossible.  The 
demonstration  that  families  can  be  fully  employed  and  obtain  a  com- 
fortable living  on  from  twenty  to  forty  acres  of  irrigable  land  not 
only  insures  the  financial  success  of  our  investment  in  irrigation  works, 
but  gives  a  new  conception  of  the  ultimate  population  which  this  state 
will  support  and  the  agricultural  wealth  which  it  will  produce.' 

Land  Settlement  on  Reclamation  Projects 

The^nost  promising  fields  for  inaugurating  a  carefully-thought-- 
out  scheme  of  land  settlement  under  government  direction  are 
the  irrigable  areas  to  be  reclaimed  under  the  Reclamation  Act. 
This  act  was  passed  in  1902.  It  set  aside  the  proceeds  from  the 
sale  of  public  lands  as  a  fund  for  the  construction  of  irrigation 
works.    These  works  are  to  be  sold  to  settlers  or  owners  of  land 

2  Report  on  Land  Colonisation  and  Rural  Credits  in  California,  pp.  34-48. 
9  ParKamewtary  Debates,  1914. 
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irrigated.  The  settlers  are  to  repay  the  government  in  twenty 
years,  with  no  interest  on  deferred  payments.  As  the  works  are 
to  be  sold  at  actual  cost,  the  donation  of  interest  makes  the  terms 
most  liberal. 

Under  this  act  over  $100,000,000  have  been  expended  in  build- 
ing canals  and  reservoirs  under  the  direction  of  the  Reclamation 
Service,  a  bureau  of  the  Department  of  the  Interior.  The  char- 
acter of  these  works  reflects  great  credit  on  those  in  control.  They 
have  been  well  and  substantially  built ;  many  of  them  are  in  the 
forefront  of  this  class  of  engineering  achievements.  The  men  in 
charge  have  shown  a  devotion  to  their  work,  ability,  patience,  and 
honesty  which  indicate  that  the  government  can  do  this  sort  of 
work  efficiently  and  cheaply,  and  in  many  respects  can  get  better 
results  than  can  private  enterprise.  The  interposition  of  the  gov- 
ernment has  enabled  lands  to  be  reclaimed  which  otherwise  would 
have  remained  arid.  It  has  built  up  prosperous  settlements  in 
^sections  which,  without  such  government  action,  would  still  be 
deserts. 

There  is  so  much  that  is  admirable  in  the  Reclamation  Act  and 
in  the  manner  in  which  its  engineering  and  operative  features  have 
been  carried  out  that  one  is  reluctant  to  call  attention  to  its  vital 
defects.  But  the  part  which  is  good  only  emphasizes  the  part 
which  is  hopelessly  bad. 

The  engineering  requirements  of  the  Reclamation  Act  were 
carefully  thought  out;  the  agricultural  and  economic  needs  of 
settlers  were  ignored.  The  things  needed  to  create  values  in  land 
were  provided;  the  safeguards  which  would  insure  those  values 
going  to  the  right  people  were  overlooked.  To  make  public  land 
ready  for  cultivation  on  these  projects,  wiU  cost  on  an  average 
$100  an  acre,  and,,  with  the  payment  for  water  right  included, 
will  cost  $150  an  acre.  The  following  estimate  is  regarded  as  a 
fair  average  for  an  80-acre  farm : 

Leveling  land,  building  checks  and  small  ditches . .  $2^500 

House  and  bam 1^500 

Work  team  and  tools 1^000 

LiTing  expenses— one  year 500 

Taxes,  operation^  and  maintenance  charges  and  inci- 
dentals      300 

Initial  payment  on  water  right 200 

Dairy  herd  of  20  cows,  or  other  live  stock  to  eat 

fodder  crops   2,000 

Water  right  (in  20  payments) 4,000 

Totel $12,000 
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To  put  from  40  to  80  acres  in  condition  for  cultivation  will 
require  from  $4000  to  $8000  in  cash,  or  an  opportunity  to  borrow 
this  much  money  on  reasonable  terms.  In  either  case,  before  the 
land  is  opened  to  settlement,  estimates  ought  to  be  made  by  those 
in  authority  of  the  probable  cost  of  improving  and  equipping^  a 
farm  and  of  the  minimum  capital  which  the  settler  must  have. 
Not  to  do  this  is  to  encourage  a  gambling  spirit  and  to  lead  over- 
sanguine  men  to  enter  on  an  imdertaking  that  is  almost  certain 
to  fail. 

Some  selective  discretion  ought  to  be  used  in  selling  farms  on 
which  thousands  of  dollars  have  been  spent  to  provide  water.  Land 
should  not  be  sold  to  any  one  not  equipped  in  character  and  ex- 
perience to  succeed.  Land  should  be  sold  only  to  some  one  who 
needs  it  and  will  live  on  it  and  cultivate  it.  The  properly  equipped 
settler  is  now  simply  a  happy  accident,  because  the  Homestead 
Law  under  which  land  is  settled  provides  no  safegtiards.  First 
come  is  first  served.  The  applicant  may  be  a  tramp,  he  may  be 
a  bank  president,  or  he  may  be  exactly  the  kind  of  farmer  the 
situation  calls  for.  The  land  goes  alike  to  all  these.  A  more 
happy-go-lucky,  irresponsible,  unsatisfactory  way  of  disposing 
of  resources  and  creating  a  community  can  not  be  imagined. 

Ten  years  after  the  Reclamation  Act  went  into  operation,  the 
director  of  the  Reclamation  Service  made  this  statement  :* 

Another  of  the  fallacies  was  in  the  assumption  that  as  soon  as  water 
was  provided  this  was  practically  the  end  of  necessary  expenditores. 
Little  consideration  was  given  to  the  large  cost  of  leveling,  subduing, 
and  cultivating  the  soil  and  of  providing  the  fertilizers  which  are 
necessary  in  an  arid  region. 

But  perhaps  most  important  of  all,  it  was  not  anticipated  how  diffi- 
cult it  would  be  to  secure  the  right  kind  of  farmers  to  handle  the  re- 
claimed land,  and  utilize  it  to  advantage.  It  was  assumed  that  as  soon 
as  land  was  brought  under  irrigation  there  would  be  a  rush  of  men  who 
would  immediately  cultivate  every  acre  and  begin  the  production  of 
large  and  valuable  crops.  On  the  contrary,  experience  has  shown  that 
this  is  perhaps  the  most  difficult  part  of  the  program — far  more  so 
than  the  building  of  great  structures.  Most  of  the  large  enterprises, 
whether  built  with  public  or  private  funds,  have  been  in  this  respect 
a  disappointment,  because  of  the  slowness  with  which  the  lands  have 
been  actually  utilized. 

On  one  western  project  where  400  settlers  are  now  at  work  and 
will  probably  be  able  to  pay  for  their  farms,  580  have  given  up 

« Annual  Report  Reclamation  Service,  1911-19,  pp.  3-3. 
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and  gone  away.  This  percentage  of  failure  is  too  great.  The 
waste  of  money,  labor,  and  time  ought  not  to  be  continued.  Under 
a  state-aided  and  directed  settlement,  such  as  the  Australian  states 
now  provide  and  as  California  is  beginning  to  provide,  the  lands 
on  which  580  settlers  have  failed  would  oflFer  great  opportunities 
to  actual  cultivators.  A  law  should  make  it  certain  that  land 
shall  be  sold  only  to  actual  cultivators. 

Defects  of  the  Homestead  Act 

The  Homestead  Act  makes  no  distinction  between  good  and  bad 
land.  While  every  settler  has  to  pay  the  same  amount  of  money 
for  a  water-right  and  for  maintaining  the  canals,  the  benefits  de- 
rived vary  widely.  One  settler  may  get  a  farm  worth  three  or 
four  times  as  much  as  another.  Some  farms  are  close  to  towns 
or  railway  stations ;  some  are  remote.  Some  have  a  surface  easily 
prepared  for  irrigation ;  on  others  the  surface  is  so  broken  or  the 
soil  is  so  poor  that  the  cost  of  leveling  is  greater  than  the  value 
of  the  land. 

The  Board  of  Cost  Review  which  investigated  conditions  on 
all  of  the  reclamation  projects,  summed  up  the  need  for  a  reform 
as  follows:^ 

To  make  no  distinction  between  the  good  and  bad  farm  units  creates 
great  economic  unfairness  and  inequality  of  opportunity. 

It  is  a  serious  obstacle  to  the  success  of  irrigation  works.  The  good 
farm  units  are  picked  up;  the  culls  are  left.  The  aim  should  be  to 
make  all  farms  equally  attractive,  and  to  do  this  the  lands  should  be 
classified  and  prices  fixed  in  accordance  with  their  fertility  and  cost 
of  preparing  for  irrigation. 

On  several  of  the  projects  the  taking  up  of  the  inferior  lands  has 
resulted  in  the  impoverishment  of  settlers  and  loss  to  the  reclamation 
fond.  We  believe  that  this  result  may  be  avoided  by  aiding  settlers 
to  cure  inequality  in  values  and  opportunity  either  by  preparing  the 
inferior  lands  for  irrigation  or  by  fixing  charges  in  accord  with  land 
values  and  the  relative  cost  of  preparation  for  irrigation  and  cropping. 

On  the  North  Platte  project  a  majority  of  the  settlers  have 
well-improved  farms  and  are  prosperous,  but  there  are  strips  of 
broken,  sandy  country  on  which  only  a  small  part  of  each  settler's 
farm  is  under  cultivation.  On  these  farms  the  houses  are  dilapi- 
dated and  the  farm  buildings  are  falling  into  disrepair.  Preparing 
the  land  for  irrigation  has  been  costly  and  the  results  have  been 

B  Reclamation  Record,  April,  1917,  p.  183. 
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disappointing.  Winds  have  destroyed  crops  by  blowing  the  seed 
out  of  the  ground.  Settlers  have  become  so  discouraged  that, 
where  they  have  not  given  up,  they  are  living  lives  which  are  a 
sorry  contrast  to  those  of  their  more  prosperous  neighbors.  Simi- 
lar inequalities  are  found  on  every  project.  The  difference  in 
land  is  the  cause  of  the  difference  in  results. 

The  Reclamation  Act  is  an  important  social  and  economic  meas- 
ure. Congress  has  but  little  to  do  with  this  kind  of  legislation, 
and  its  cumbersome  organization  makes  it  difficult  to  formulate 
the  details  of  economic  policies  necessary  to  satisfactory  final  re- 
sults. About  all  that  Congress  can  do  is  to  deal  with  broad 
aspects  of  a  problem.  Water  for  irrigation  is  needed;  a  law  to 
provide  it  was  passed.  The  creation  of  the  right  kind  of  agri- 
culture and  community  life  was  a  different  matter,  and  Congress 
neglected  it.  Private  investors  had  assumed  that  if  water  were 
provided  the  settler  would  do  the  rest.  Congress  accepted  this 
assumption  as  sound,  whereas  experience  has  shown  that  the  pri- 
vate investor  was  fundamentally  wrong. 

The  Vital  Needs  of  Irrigation  Development 

The  engineering  problems  can  not  be  ignored  nor  can  the  cost 
of  the  works;  but  there  are  other  things  of  even  greater  im- 
portance. These  include  the  kind  of  communities  which  should 
be  created,  the  best  methods  of  making  farms  habitable  and  pro- 
ductive, the  minimum  capital  a  settler  should  have,  and  what  the 
government  can  wisely  and  safely  do  to  aid  settlers.  Another 
broad  question  which  has  not  had  the  attention  it  deserves  is  what 
agency  should  direct  settlement — the  federal  government  or  the 
state  in  which  the  project  is  located?  All  these  are  vital  to  our 
future  agricultural  progress  and  our  ability  to  compete  with  other 
countries.  They  can  be  ignored  before  settlement  begins  but  not 
afterwards. 

The  success  of  every  irrigation  enterprise  depends  on  the  suc- 
cess of  the  farmer  who  cultivates  the  land  it  waters.  Whatever 
is  needed  to  insure  the  farmer's  success  ought  to  be  provided  in 
advance,  and  because  we  have  not  provided  it,  nearly  evprj  large 
private  irrigation  project  has  been  a  financial  failure.  Tens  of 
millions  of  dollars  have  been  lost  and  thousands  of  hard-working 
deserving  settlers  have  been  ruined.  On  government  projects  de- 
velopment has  been  slow  when  it  should  have  been  rapid. 

These  facts  warrant  a  change  in  our  settlement  methods.    But 
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there  are  others  equally  convincing.  We  are  the  only  nation  build- 
ing irrigation  works  which  does  not  give  aid  and  direction  to  set- 
tlers who  use  them.  In  Australia,  where  the  government  has  spent 
over  $50,000,000,  building  1;anals,  it  has  spent  over  twice  that 
sum  aiding  settlers.  The  farmers  of  Australia  are  very  like  those 
of  America ;  they  grow  the  same  kind  of  crops  and  speak  the  same 
language.  Yet  in  the  settlement  of  irrigated  land  Australia  gives 
chief  attention  to  things  we  ignore.  It  provides  millions  of  dollars 
for  financing  settlers.     We  provide  nothing. 

Comparison  of  American  and  Australia/n  PoUcies 

In  order  to  understand  how  the  two  policies  operate,  let  us 
compare  the  development  of  one  of  the  large  irrigation  projects 
in  Australia  with  the  development  of  a  similar  project  in  America. 
Let  us  assume  an  irrigable  area  of  150,000  acres  subdivided  into 
S500  farms  of  60  acres  each.  In  Australia  the  first  step  is  the 
purchase  of  all  the  land  at  its  productive  value  and,  if  a  price 
can  not  be  agreed  upon,  then  by  compulsory  purchase  at  its  as- 
sessed value  plus  12  per  cent.  While  the  irrigation  works  are 
being  built  the  agriculture  of  the  project  is  being  planned  and 
the  lands  are  being  made  ready  for  settlement.  A  contour  survey 
is  made  to  show  where  ditches  should  run  and  how  the  surface 
of  land  must  be  smoothed  off  so  that  water  will  run  over  it  evenly. 
The  roads  and  the  towns  are  located;  the  farming  land  is  sub- 
divided into  farms  and  farm  laborers'  allotments.  The  land  is 
cleared  of  brush,  plowed,  leveled,  and  ditched,  and  part  of  it  is 
planted  to  crops.  Plans  and  estimates  of  houses  varying  in  cost 
from  $500  to  $4000  are  prepared.  Posts  and  wire  for  fencing 
are  purchased.  A  canvass  is  made  of  widely  separated  sections 
to  locate  horses  and  cows  which  settlers  will  need.  When  water 
is  in  the  ditches,  when  everything  is  ready,  settlers  are  invited. 
They  are  told  that  the  government  will  erect  any  houses  they 
select  from  its  designs  if  the  settler  will  pay  in  cash  one-third  of 
the  cost.  He  can  have  the  advice  of  government  experts  in  select- 
ing and  buying  his  live  stock.  He  can,  in  New  South  Wales,  get 
his  nursery  stock  from  the  government  nursery.  A  farm  laborer 
can  obtain  a  house  and  two  acres  of  land  by  a  cash  payment  of 
about  one-tenth  of  the  cost  of  the  house. 

Farmers  must  have  a  minimum  capital  of  from  $1500  to$2500, 
the  minimum  varying  with  the  size  of  farm  applied  for.  The 
maximum  value  of  these  farms  in  Victoria,  Australia,  is  $12,500. 
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In  New  South  Wales  the  maximum  size  is  about  200  acres.  Set- 
tlers are  given  itemized  estimates  of  cost  and  not  encouraged  to 
undertake  the  purchase  unless  they  are  willing  to  work  hard  and 
constantly  for  the  first  two  or  three  years. 

Those  who  get  farms  find  themselves  part  of  a  great  cooperative 
undertaking  with  the  government  as  a  backer.  There  is  a  farm 
adviser  to  tell  them  what  to  plant  and  when  to  plant  it;  to  help 
them  in  buying  farm  animals  and  locating  markets  for  their  pro- 
ducts. The  settlement  board  will  lend  settlers  up  to  60  per  cent 
of  the  value  of  permanent  improvements  which  they  make,  and 
will  lend  money  on  their  live  stock.  This  money  is  loaned  for 
twenty  years  on  permanent  improvements  and  for  short  periods 
on  live  stock  at  from  4  to  5  per  cent.  The  combination  of  long- 
time loans  and  low  interest  rates  with  no  commissions  and,  above 
all,  the  certainty  of  being  able  to  borrow  money,  do  piuch  to  create 
hope  and  confidence  and  stimulate  a  family  to  do  its  best. 

The  farm  adviser  is  the  balance  wheel  of  this  credit  scheme.  He 
is  with  the  settlers;  he  learns  who  are  industrious  and  practical 
and  who  are  indolent  and  visionary.  His  influence  often  changes 
the  conduct,  if  not  the  character,  of  those  who  otherwise  would 
be  unsafe  personal  risks,  and  his  confidential  advice  keeps  the 
government  from  making  loans,  or  postponing  action  where  its 
generosity  is  being  abused. 

The  governments  of  the  Australian  states  are  creating  rural 
communities  with  the  definite  purpose  of  making  them  an  example 
of  what  democracy  can  achieve.  The  towns  are  not  makeshift 
affairs;  they. are  being  planned  to  meet  the  needs  of  the  future. 
Areas  are  set  aside  for  factories,  for  residences,  for  trade.  There 
are  broad,  straight  streets  for  business  and  winding,  cozy,  parked 
streets,  for  residences.  The  brains  and  the  talent  of  the  world 
have  been  utilized  in  planning  these  towns.  Mr.  Griffin  of  Chicago 
planned  the  two  largest  towns  of  the  Murrumbidgee  scheme  in 
New  South  Wales.  Some  of  the  towns  in  Victoria  projects  repre- 
sent months  of  study  and  suggestions  from  town  planners  from 
all  parts  of  the  British  Empire.  In  other  words,  all  that  the 
world  has  learned  about  making  country  life  convenient,  comfort- 
able, and  attractive  is  being  utilized  in  the  development  of  these 
projects. 

And  all  this  is  not  left  to  be  upset  by  speculators.  The  Aus- 
tralian states  had  seen  earlier  plans  upset  by  the  speculative  ag- 
gregation of  land  to  which  an  unlimited  freehold  title  had  been 
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given.  Pioneer  families  had  been  replaced  by  sheep.  In  all  the 
states  a  repetition  of  this  is  guarded  against.  In  New  South 
Wales  the  settler  gets  a  deed  but  he  does  not  pay  for  the  land  or 
get  an  unrestricted  freehold.  He  pays  each  year  a  charge  which 
may  be  considered  either  a  rent  or  a  tax  or  both.  He  has  com- 
plete control  of  the  land,  his  children  inherit  it,  so  long  as  he  or 
his  inheritors  live  on  and  cultivate  it.  If  they  sell,  the  purchaser 
must  be  approved  by  the  government.  If  they  move  away  without 
selling  they  can  not  rent ;  the  land  reverts  to  the  state. 

In  Victoria  the  settler  buys  the  land,  pays  for  it,  and  gets  a 
freehold  title  which  requires  the  owner  of  the  land,  or  a  member 
of  his  family,  to  live  on  and  cultivate  it.  He  can  not  buy  other 
allotments.  Land  aggregation  and  tenantry  are  prohibited  as 
enemies  of  a  democratic  civilization. 

These  settlements  have  proven  such  agricultural  and  economic 
successes  that,  in  the  midst  of  war,  the  Australian  Commonwealth 
has  appropriated  $100,000,000  to  buy  and  make  ready  farms  for 
returning  soldiers.  This,  for  a  population  of  5,000,000,  is  equiva- 
lent to  an  appropriation  of  $^,000,000,000  in  this  country.  It 
has  succeeded  because  the  plan  is  practical.  It  has  been  worked 
out  from  a  business,  as  well  as  a  humanitarian  standpoint.  It  is 
sound  business  because  of  the  money  and  time  it  saves  settlers. 
Take  the  item  of  houses  and  bams.  Over  5000  of  these  buildings 
will  be  needed  on  this  assumed  project — the  plans  for  them  are 
standardized,  materials  are  bought  at  wholesale,  and  contracts 
for  their  erection  are  let  in  large  numbers  so  that  builders  can 
keep  their  men  constantly  at  work.  The  care  given  to  the  designs 
insures  better  buildings  and  better  grouping,  and  the  settler  pays 
about  half  the  price  he  would  have  to  pay  if  he  worked  as  an  un- 
aided individual. 

Expert  help  in  buying  enables  him  to  get  better  horses  and  cows 
than  he  otherwise  would  ol)tain.  A  farm  prepared  to  grow  crops 
enables  him  to  make  more  money  in  the  first  two  years  than  he 
would  in  five  years  if  he  had  to  level  the  land. 

All  the  money  spent  on  improvements,  loaned  to  settlers,  and 
paid  to  advisers  has  to  be  repaid  with  interest.  The  settler  is 
given  from  twenty  to  thirty-six  years  in  which  to  complete  the 
payments  and  the  interest  rate  is  low — 4*  per  cent  on  some  loans, 
5  per  cent  on  others.  By  means  of  expert  agricultural  knowledge, 
the  state's  credit  in  borrowing  money,  and  competent  direction  in 
building  houses,  leveling  land,  and  buying  equipment,  settlers  are 
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saved  anxiety  and  loss  of  money  and  time.  The  benefits  are  shown 
by  the  statistics  which  give  the  small  percentage  of  failures.  They 
can  be  fully  realized  only  by  a  visit  to  these  settlements. 

Turning  from  Australia  to  American  development  of  a  similar 
irrigaticHi  project,  we  find  that  nothing  is  planned  or  provided  for 
but  the  irrigation  works.  There  are  no  inquiries  into  the  qualifi- 
cations of  settlers  and  no  limit  as  to  the  minimum  capital  which 
they  must  have.  Land  in  private  ownership  is  not  acquired,  and 
the  announcement  of  an  irrigation  work  is  immediately  followed 
by  a  rush  of  speculative  buyers.  When  the  actual  cultivator 
comes  along  he  has  to  pay  from  two  to  twenty  times  the  price  at 
which  land  sold  before  the  works  were  started.  The  American 
settler  finds  nothing  ready  but  the  main  canals  and  the  unformed 
dirt  roads.  If  the  land  is  covered  with  brush  it  has  to  be  cleared ; 
the  elevations  and  depressions  of  the  surface  have  to  be  smoothed 
off;  the  farm  unit  has  to  be  fenced;  a  house  for  the  family  and  a 
stable  for  the  work  animals  have  to  be  built ;  provision  for  a  water 
supply  for  household  use  must  be  made.  Many  of  the  settlers 
know  nothing  of  irrigation  or  of  meeting  the  conditions  of  pioneer 
life.  Very  few  have  the  skill  or  the  equipment  to  prepare  land 
for  irrigation. 

Instead  of  plans  and  estimates  for  houses  and  barns  and  an 
organization  to  build  them,  the  American  settler  must  begin  by 
looking  for  carpenters,  for  lumber,  for  hardware,  for  plasterers, 
plumbers,  painters,  and  a  hundred  and  one  other  things  which  he 
has  neither  experience  nor  aptitude  to  look  for  properly.  There 
will  be  freak  houses,  lacking  durability,  sanitation,  and  comfort, 
and  detracting  from  the  appearance  of  the  district.  The  time 
of  2600  settlers  which  ought  to  be  taken  up  with  plowing  and 
planting  will  be  wasted  in  doing  things  that  two  superintendents 
of  construction  in  a  properly  organized  office  could  attend  to 
more  effectively. 

In  one  of  the  American  reclamation  districts  the  cost  of  pre- 
paring land  for  irrigation  will  be  between  $6,000,000  and  $7,000,- 
000  if  done  by  trained  men  using  proper  equipment.  It  will  cost 
more  than  twice  this  sum  if  the  settlers  have  to  do  it.  The  settler 
with  inadequate  capital  is  left  to  finance  himself.  In  most  dis- 
tricts the  commercial  banks  have  little  money  to  lend.  The  set- 
tler's security  is  not  satisfactory,  and  he  can,  as  a  rule,  borrow 
only  on  short-time  notes  at  ruinously  high  rates  of  interest.  These 
rates  vary  in  different  projects  from  8  to  18  per  cent.  In  a  recent 
instance  the  interest  paid  on  a  $2000  loan  was  25  per  cent. 
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of  the  state  will  be  of  great  aid  to  the  federal  authorities  because 
it  will  correct  a  mistaken  idea  which  prevails  that  anything  that 
the  state  can  secure  from  the  federal  treasury  is  clear  gain ;  which 
idea  causes  a  tolerant  opinion  of  steps  to  repudiate  obligations. 
This  would  not  exist  if  the  losses  of  such  repudiation  fell  in  part 
on  the  state. 

There  is  another,  and  even  more  important,  reason  for  this 
cooperation.  The  state  has  a  greater  interest  than  the  United 
States  in  the  kind  of  communities  created  by  these  projects.  It 
has  to  educate  the  children  in  these  settlements;  it  is  the  main 
gainer  from  increased  production,  taxation,  and  trade.  It  ought, 
therefore,  to  have  an  important  part  in  shaping  the  agricultural, 
the  economic  organization,  and  the  civic  ideals  of  these  commun- 
ities; and  the  time  to  begin  this  is  at  the  inception  of  development. 

The  Australian  plan  should  be  adopted  here.  Under  it  the 
federal  government  lends  the  states  money  with  which  to  buy,  im- 
prove, and  settle  the  land,  and  makes  the  state  responsible  for 
the  return  of  this  money  and  for  the  payment  of  money  spent  on 
irrigation  works.  The  federal  government  charges  the  state  4 
per  cent  for  the  money  advanced  and  the  state  charges  the  settler 
S  per  cent.  Under  such  an  arrangement  the  carrying  out  of 
reclamation  projects  would  involve  both  federal  and  state  legisla- 
tion and  the  creation  of  cooperative  organizations,  the  federal 
goTemment  to  be  supreme  in  matters  of  construction  and  manage- 
ment of  works,  the  state  in  the  selection  of  projects,  purchase 
&nd  settlement  of  land,  and  the  development  of  agricultural  and 
economic  institutions  of  the  project.  In  this  way  each  cooperator 
^ould  perform  the  part  it  is  best  fitted  to  perform.  Such  state 
action  has  not  been  attempted  in  this  country,  but  the  California 
Land  Settlement  Act  shows  how  it  can  be  done.  The  last  legisla- 
ture of  Wyoming  favored  such  cooperation  in  the  future  reclama- 
tion of  irrigable  public  land  in  that  state.  A  memorial  to  Con- 
gress, passed  unanimously  by  the  state  legislature,  contained  the 
following  recommendations : 

That  the  federal  government  construct  and  operate  the  irrigation 
sjstems  under  the  provisions  of  the  United  States  Reclamation  Act 

That  the  state  direct  the  subdivision^  sale^  and  settlement  of  the 
land^  inaugurating  a  system  of  financial  aid  and  practical  advice  to 
the  settlers,  including  loans  for  essential  farm  improvements  at  low 
rates  of  interest  with  long-time  amortized  repayments. 

That  the  whole  development  be  planned  in  advance  so  as  to  insure 
everjthing  required  for  complete  and  harmonious  community  life;  in- 
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per  cent  of  the  estimated  value  of  the  land  after  the  improvements 
have  been  completed. 

What  is  Needed  if  Government  Construction  is  to  Continue 

The  full  use  of  western  water  resources  and  the  cultivation  of 
millions  of  acres  of  fertile  land  await  the  construction  of  reservoirs 
to  regulate  the  flow  of  streams  and  to  conserve  flood  waters  that 
now  nm  to  waste.  The  government  is  the  best  agency  to  carry 
out  these  works.  It  can  secure  the  money  on  more  favorable  terms 
than  can  private  enterprise.  There  is  now  in  the  public  service 
a  body  of  highly  trained  engineers  who  should  be  kept  employed. 

The  greater  part  of  the  land  to  be  irrigated  will,  however,  be 
privately  owned.  Irrigation  works  to  reclaim  these  lands  should 
be  built  as  commercial  undertakings.  Not  only  should  the  cost 
be  repaid,  but  interest  as  well.  All  the  irrigation  works  of  foreign 
countries  are  planned  to  be  productive.  The  British  Grovemment 
receives  from  S  to  7  per  cent  interest  on  its  irrigation  investments 
in  India.  The  Australian  States  receive,  or  expect  to  receive, 
4  per  cent  interest  on  the  cost  of  canals  and  5  per  cent  interest 
on  all  money  loaned  to  make  improvements  or  to  buy  equipment. 
It  is  believed  that  irrigators  in  America  can  well  afford  to  pay 
4  per  cent  interest  on  the  money  expended  in  their  behalf.  If  this 
is  done  the  largest  possible  extension  of  government  construction 
will  impose  no  burden  on  the  federal  treasury  but  will  result  in 
great  gain  in  national  wealth. 

Before  irrigation  service  is  extended,  however,  settlement  laws 
need  to  be  reformed.  The  government  should  fix  the  maximum 
size  of  a  farm  unit  and  acquire  privately  owned  land  held  in  areas 
larger  than  that  unit.  This  should  be  done  before  the  works  are 
built.  Roads,  towns,  and  canals  should  all  be  planned  in  advance 
as  part  of  a  unified  scheme,  and  it  should  be  not  a  merely  tem- 
porary scheme  to  be  upset  by  land  aggregation  as  soon  as  the 
works  are  built. 

The  need  for  drastic  action,  both  to  exclude  the  speculator  and 
to  prevent  land  aggregation  in  the  future,  has  been  shown  in  the 
development  of  existing  projects.  The  Board  of  Cost  Review  in 
dealing  with  these  evils  said: 

When  the  government  undertook  the  reconstruction  of  the  works^  the 
land  was  all  privately  owned^  except  some  state  land,  which  has  later, 
unfortunately,  and,  we  think  unwisely,  been  sold  by  the  state  of  New 
Mexico  in  comparatively  large  tracts  to  land  speculators.  This  pro- 
ject stands  out,  therefore,  as  one  in  which  desirable  social  and  eco- 
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nomlc  results  of  the  reclamation  act  have  been  defeated  by  the  specu- 
lative and  nonresident  ownership  of  land  and  hy  a  selfish  and  unwar- 
ranted inflation  in  land  prices. 

The  speculative  landholder  on  our  irrigation  projects  and  his  al- 
lies^ the  usurer  and  the  real  estate  commission  dealer^  as  a  rule  invest 
no  money  in  improving  or  cultivating  land.  They  produce  nothing  and 
they  have  no  intention  to  produce  anything  from  the  soil.  They  rely 
for  their  profit  on  the  necessities  of  the  settlers  and  farmers  and  on 
the  unearned  increment  due  to  rise  in  land  values  from  the  mere  fact 
that  they  were  irrigable ;  from  the  settlement  and  increase  in  value  of 
the  neighboring  lands^  due  to  the  sweat  of  their  neighbor's  brows^  and 
from  the  increase  in  population  and  local  business  and  trade.  They^ 
onfortunately^  may  always  be  found  at  the  head  and  front  of  every 
movement  to  repudiate  under  any  and  every  flimsy  pretext^  and  to  cut 
down  the  actual  and  proper  cost  of  irrigation  works  that  alone  give 
value  to  their  own  and  neighbor's  lands  and  is  the  only  basis  of  pros- 
perity. They  constitute  not  only  no  use  or  value  to  the  project^  but 
they  are  the  greatest  possible  nuisance^  handicap^  and  hindrance  to 
development  and  progress.  This  blemish  of  the  reclamation  act  must 
be  eliminated^  controlled,  or  abated  before  any  successful  system  of 
land  settlement  in  the  arid  states  can  be  carried  out  by  the  states  or 
general  government. 

This  condemnation  of  the  speculator  is  fully  warranted  by  the 
facts  disclosed  to  this  board.  Wealthy  investors  have  been  un- 
believably selfish.  They  have  endeavored  to  have  payments  of 
the  cost  of  canals  reduced  and  thus  repudiate  the  obligations 
entered  into  with  the  government.  They  have  made  the  task  of 
administration  exceedingly  troublesome;  they  have  imposed  on  the 
Secretary  of  the  Interior  and  his  assistants  a  burden  that  would 
have  been  entirely  averted  if  no  one  but  actual  cultivators  and 
owners  of  small  farms  had  been  able  to  own  the  land.  The  use 
of  public  money  to  increase  the  productive  value  of  privately 
owned  land  is  good  policy  if  the  result  is  a  public  benefit  rather 
than  a  private  profit.  Every  precaution  should  be  taken  to  in- 
sure this.  If  the  benefits  go  to  land  speculators,  if  actual  culti- 
vators have  to  pay  inflated  prices,  then  such  increase  in  wealth 
may  be  diverted  into  the  wrong  pockets  and  become  an  economic 
evil.  To  prevent  this,  interest  should  be  paid  on  all  money  spent. 
Nonresident  ownership  and  tenantry  should  be  made  impossible. 
The  land  so  improved  should  be  owned  by  its  cultivators. 

There  is  only  one  certain  way  of  securing  the  latter  result  and 
that  is  through  the  purchase  of  all  privately  owned  land  owned 
by  any  individual,  above  a  maximum  farm  unit,  and  its  subdivision 
and  settlement  by  the  government.    Efforts  to  secure  a  satisfac- 
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tory  subdivision  by  private  owners  have  all  failed,  both  here  and 
elsewhere.  The  present  statutes  to  accomplish  this  result  in  this 
country  are  notoriously  evaded.  The  people  administering  the 
Reclamation  Act  have  been  the  unwilling  but  helpless  tools  of  spec- 
ulators. In  Australia  the  land  is  not  only  acquired  for  subdivision 
by  the  government  but  there  is  a  growing  tendency  toward  its 
permanent  nationalization.  In  New  South  Wales  the  settler's 
title  is  a  permanent  right  to  use.  This  right  is  inherited,  but 
when  the  holder  of  the  right  ceases  to  live  on  the  farm  the  title 
reverts  to  the  state.  In  Victoria  every  closer  settlement  title  ha3 
a  condition  that  the  owner  or  some  member  of  his  family  must 
cultivate  the  land  and  live  on  it  eight  months  of  each  year.  Non- 
resident ownership  and  tenantry  are  impossible.  The  results  are 
satisfactory.  These  conditions  make  for  economic  equality;  they 
strengthen  the  social  conscience;  they  create  a  civic  pride  in  com- 
munity life  and  make  of  agriculture  something  besides  a  gamble 
in  land  values. 

The  need  for  drastic  action  is  also  shown  by  the  rapid  growth 
of  tenantry  on  American  projects.  On  the  Uncompahgre  project, 
out  of  910  farms,  359,  or  nearly  S9  per  cent,  are  farmed  by  ten- 
ants. On  the  Carlsbad  project,  out  of  S45  farms,  SOO  are  culti- 
vated by  tenants.  On  the  Shoshone,  the  Minidoka,  and  Boise 
projects  the  percentage  of  tenantry  is  altogether  too  high,  and 
on  all  projects  it  is  growing. 

The  prevention  of  land  aggregation  and  tenantry  is  not  perma- 
nently secured  in  the  California  Land  Settlement  Act,  not  because 
the  friends  of  the  measure  did  not  believe  it  desirable,  but  because 
the  step  being  taken  was  so  great  an  advance  over  anything  hith- 
erto attempted  in  America  that  it  was  not  deemed  expedient  to 
impose  restrictions  which  might  defeat  the  entire  measure.  It  is 
confidently  felt,  however,  that  the  act  will  be  amended  in  the  near 
future  so  as  to  make  the  ownership  of  land  by  its  cultivators  a 
permanent  condition. 

Federal  and  State  Governments  ShotUd  Cooperate  in  This 

Development 

Thus  far  the  federal  government  has  provided  aU  the  money 
spent  on  reclamation  projects  and  has  assumed  all  the  risks.  This 
should  not  continue;  the  states  in  which  reclamation  work  is  car- 
ried out  should  share  both  in  the  direction  of  settlers  and  in  the 
financial  responsibility  for  the  expenditure.     The  participation 
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of  the  state  will  be  of  great  aid  to  the  federal  authorities  because 
it  will  correct  a  mistaken  idea  which  prevails  that  anything  that 
the  state  can  secure  from  the  federal  treasury  is  clear  gain ;  which 
idea  causes  a  tolerant  opinion  of  steps  to  repudiate  obligations. 
This  would  not  exist  if  the  losses  of  such  repudiation  fell  in  part 
on  the  state. 

There  is  another,  and  even  more  important,  reason  for  this 
cooperation.  The  state  has  a  greater  interest  than  the  United 
States  in  the  kind  of  communities  created  by  these  projects.  It 
has  to  educate  the  children  in  these  settlements;  it  is  the  main 
gainer  from  increased  production,  taxation,  and  trade.  It  ought, 
therefore,  to  have  an  important  part  in  shaping  the  agricultural, 
the  economic  organization,  and  the  civic  ideals  of  these  commun- 
ities ;  and  the  time  to  begin  this  is  at  the  inception  of  development. 

The  Australian  plan  should  be  adopted  here.  Under  it  the 
federal  government  lends  the  states  money  with  which  to  buy,  im- 
prove, and  settle  the  land,  and  makes  the  state  responsible  for 
the  return  of  this  money  and  for  the  payment  of  money  spent  on 
irrigation  works.  The  federal  government  charges  the  state  4 
per  cent  for  the  money  advanced  and  the  state  charges  the  settler 
5  per  cent.  Under  such  an  arrangement  the  carrying  out  of 
reclamation  projects  would  involve  both  federal  and  state  legisla- 
tion and  the  creation  of  cooperative  organizations,  the  federal 
government  to  be  supreme  in  matters  of  construction  and  manage- 
ment of  works,  the  state  in  the  selection  of  projects,  purchase 
and  settlement  of  land,  and  the  development  of  agricultural  and 
economic  institutions  of  the  project.  In  this  way  each  cooperator 
would  perform  the  part  it  is  best  fitted  to  perform.  Such  state 
action  has  not  been  attempted  in  this  country,  but  the  California 
Land  Settlement  Act  shows  how  it  can  be  done.  The  last  legisla- 
ture of  Wyoming  favored  such  cooperation  in  the  future  reclama- 
tion of  irrigable  public  land  in  that  state.  A  memorial  to  Con- 
gress, passed  unanimously  by  the  state  legislature,  contained  the 
following  recommendations: 

That  the  federal  government  construct  and  operate  the  irrigation 
systems  under  the  provisions  of  the  United  States  Reclamation  Act. 

That  the  state  direct  the  subdivision,  sale,  and  settlement  of  the 
land,  inangarating  a  system  of  financial  aid  and  practical  advice  to 
the  settlers,  including  loans  for  essential  farm  improvements  at  low 
rates  of  interest  with  long-time  amortized  repayments. 

That  the  whole  development  be  planned  in  advance  so  as  to  insure 
everything  required  for  complete  and  harmonious  community  life;  in- 
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eluding  the  provisions  of  homes  for  farm  laborers^  farm  units  of  vary- 
ing sizes^  and  plans  for  towns^  roads^  and  schools. 

The  time  has  come  when  our  negative,  irresponsible  treatment 
of  land  settlement  should  end.  There  ought  to  be  created  at  an 
early  date  a  competent  land  commission,  composed  in  part  of 
state  and  in  part  of  federal  authorities,  to  investigate  this  problem 
and  make  recommendations  for  a  new  land  policy. 


LAND  UTILIZATION— DISCUSSION 

BiCHABD  T.  £lt. — The  problem  of  finding  suitable  occupations  and 
means  of  livelihood  for  returning  soldiers  and  sailors  is  going  to  be  a 
pressing  question  in  the  near  future.  At  the  close  of  the  war  this 
problem  will  at  once  become  acute  and  will  involve  finding  means  of 
taking  care^  not  only  of  the  millions  of  soldiers  and  sailors^  but  also  of 
workers  in  munition  factories  and  others  whose  occupations  have  been 
diverted  from  their  normal  course.  The  land  question  has  come  to  the 
front  during  or  after  every  war  in  which  our  country  has  been  engaged. 

The  reasons  are  obvious.  Men  are  dislocated  and  the  question  of 
an  occupation  is  reopened.  Many  after  a  life  in  the  open  look  with 
disfavor  upon  the  narrow  confining  life  of  a  shop  or  store.  They  de- 
sire the  independence  of  the  farmer.  They  feel  that  perhaps  they 
will  have  lost  some  advantages  of  advancement  in  their  old  occupa- 
tions. Inquiries  among  Australian  soldiers  revealed  the  fact  that 
M;000  desired  to  get  on  the  land. 

Our  allies  are  already  making  large^  liberal^  and  well  thought  out 
plans  to  take  care  of  returning  sailors  and  soldiers  on  the  land. 

We  should  at  once  begin  investigations  with  a  view  to  making  the 
best  possible  plans  for  taking  care  of  soldiers  and  sailors  who  desire 
to  get  on  the  land.  The  method  of  simply  allotting  land  and  letting 
the  settlers  shift  for  themselves  never  worked  very  well,  and  it  is 
now  out  of  date  either  for  public  or  private  colonization  of  the  land. 
People  demand  something  better,  and  we  are  likely  to  have  dangerous 
discontent  as  well  as  unemployment  unless  we  make  wise  plans  for 
demobilisation.  There  should  be  no  painful  contrasts  between  what 
other  countries  and  our  own  do  for  the  returning  men,  who  have  risked 
life  and  limb  for  the  defense  of  freedom  and  civilization. 

It  is  to  be  noted  that  the  insurance  and  compensation  scheme  for 
soldiers  and  sailors,  already  in  force,  lends  itself  to  wise  plans  of  set- 
tlement It  provides  certain  funds  and  especially  contemplates  the 
^ncation  of  the  returning  soldiers  and  sailors  to  enable  them  to  gain 
» livelihood. 

We  should  put  the  soldier  and  sailor,  who  wish  it,  on  well  selected 
l^d,  stand  behind  them  with  efficient  guidance  and  capital,  and  af- 
f<>rd  them  sufficient  time  for  repayment  for  land  and  equipment  on  the 
»niorti«ation  plan.  We  have  already  seen  examples  of  private  and 
successful  colonization  where  the  land  purchaser  has  all  these  aids  and 
IS  very  generally  successful. 

We  have  a  large  part  of  the  machinery  and  facilities  required  for 
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successful  settlement  of  the  land.  We  have  to  begin  with  the  United 
States  Department  of  Agriculture^  particularly  the  Office  of  Farm 
Management^  the  work  of  which  has  just  been  presented  to  us  by 
Professor  W.  J.  Spillman.  This  office^  as  we  have  learned,  has  been 
engaged  in  studying  problems  of  land  tenure  and  land  settlement  for 
several  years,  has  a  vast  amount  of  material  available  relating  to  this 
problem,  and  is  in  position  to  render  valuable  aid.  We  have  also  the 
Forest  Service,  the  Reclamation  Service,  and  other  federal  bureaus. 
We  have  in  addition  the  departments  of  agricultural  and  general  eco- 
nomics in  our  state  universities.  The  immediate  step  is  to  utilize  these 
existing  agencies,  in  so  far  as  possible,  in  investigating  this  problem, 
under  competent  direction. 

It  is  highly  important  that  this  subject  should  be  investigated  im- 
mediately and  at  least  a  provisional  report  made  on  this  war  policy. 

The  purpose  of  the  proposed  investigation  is  to  supply  a  basis  for 
formulating  a  plan  for  the  settlement  on  the  land  of  returned  soldiers 
and  sailors  of  this  war.  A  preliminary  report  is  to  be  prepared  after 
consultation,  at  the  earliest  possible  date,  of  the  various  departments 
at  Washington,  the  deans  of  agricultural  colleges,  commissioners  of 
agriculture  of  the  several  states,  economists  who  have  specialized  in 
the  study  of  land  problems,  and  other  persons. 

The  proposed  subjects  of  the  investigation  are: 

1.  General  plans  of  land  settlement  and  colonization  in  foreign 
countries  prior  to  the  war,  and  proposed  adaptation  of  these  plans  for 
the  benefit  of  returned  soldiers  and  sailors. 

2.  Plans  of  land  settlement  and  colonization  in  the  United  States 
which  have  proved  successful  or  unsuccessful,  with  an  analysis  of  the 
causes  of  success  or  failure,  and  also  measures  that  have  already  been 
taken  or  are  proposed  by  public  or  private  agencies  with  reference  to 
the  settlement  on  the  land  of  the  soldiers  and  sailors  returning  from 
this  war. 

8,  Machinery  already  available  within  the  federal  government  and 
the  states  which  might  be  used  to  facilitate  the  work  of  settling  sol- 
diers and  sailors  on  the  land;  also  what  extension  of  these  facilities 
or  creation  of  new  facilities  may  be  desirable. 

4.  Land  that  is  available  or  could  be  made  available  for  the  settle- 
ment of  soldiers  and  sailors. 

EXHIBIT  A.— Our  Experience  with  Land  Benefits  to  Soldiers 

The  practice  of  bestowing  public  lands  upon  soldiers  for  their  ser- 
vices seems  to  be  as  old  as  history.  The  early  colonies  adopted  the 
practice  as  a  means  of  rewarding  those  serving  in  Indian  and  inter- 
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colonial  wars.  The  Royal  Proclamal^ora  of  1765  granted  to  those 
serring  in  the  French  wars  the  following' 'amounts  of  land:  to  field 
officers^  5000  acres;  to  captains^  8000  acre's ^-tti  non-^opimissioned  offi- 
cers, 800  acres;  to  privates^  50  acres.  '  v  -'"   ;"*:  :%  .^ 

The  Continental  Congress  adopted  the  same  practic6)'*2^.-inc  17/6 
provided  that  all  officers  and  men  serving  throughout  the  ftevblutibn  *  .\  : 
should  have  grants  of  land  ranging  from  500  acres  to  colonels  to  l60'  •••^ 
acres  to  privates.  Of  the  individual  colonies,  Virginia,  New  York, 
Pennsylvania,  North  Carolina,  and  Georgia  offered  similar  bounties, 
bat  in  much  larger  amounts,  for  example,  from  600  acres  up  in  New 
York. 

The  colonies  redeemed  their  pledges  early  by  setting  aside  military 
reserves  in  their  western  lands,  but  disputes  over  the  national  domain 
kept  the  national  government  from  taking  complete  action  till  1796, 
when  a  military  reserve  was  set  aside  in  Ohio.  In  1788,  the  soldiers' 
warrants  for  land  had  been  made  transferable.  The  act  of  1796  re- 
quired that  the  warrants  should  be  located  by  January  1,  1800,  but 
this  date  was  subsequently  extended  until  finally  all  limit  as  to  date 
was  removed.  Accordingly  it  is  still  possible  to  locate  land  under 
soldiers'  warrants  in  the  public  domain. 

Daring  the  War  of  1812,  and  again  during  the  Mexican  War,  simi- 
lar provisions  were  made  for  soldiers'  services.  The  Act  of  1 846  prob- 
ably represents  the  results  of  the  accumulated  experiences  of  the  na- 
tion in  granting  public  land  to  soldiers.  The  warrants  were  unassign- 
able, bat  could  be  commuted.  No  time  limit  was  set  as  to  their  loca- 
tion, and  they  could  be  located  anywhere  in  the  public  domain. 

Between  1850  and  1857  acts  were  passed  which  greatly  extended 
the  offers  of  bounties,  until  finally  all  persons  serving  in  any  war  for 
foarteen  days  or  over,  or  in  any  battle,  in  any  military  capacity  what- 
ever, whether  as  sailor,  soldier,  chaplain,  or  teamster,  were  awarded 
upon  demand  160  acres  of  the  public  domain.  The  increasing  liber- 
ality of  the  government  was  probably  due  to  the  fact  that  Senator 
Benton  had  about  convinced  the  nation  that  any  settler  who  developed 
a  farm  in  the  wilderness  paid  well  for  it,  and  that  a  land  grant  was 
no  gift  at  all.  At  any  rate  Congress  passed  the  Homestead  Act  in 
1862,  opening  up  the  public  lands  to  everybody,  soldier  or  citizen, 
upon  condition  of  residence  and  development.  Since  that  time  it  has, 
of  course,  not  been  possible  to  use  public  lands  as  rewards  for  soldiers' 
service,  except  that  the  Homestead  Act  has  been  modified  in  behalf  of 
the  Civil  War  veterans  so  as  to  allow  them  to  substitute  their  time  of 
service  in  the  army  for  residence  time  on  their  homesteads. 

In  all  598,860  soldier  warrants  were  issued  by  the  national  govern- 
ment up  to  June  80,  1907,  and  these  provided  for  locating  68,740,110 
acres  of  land. 

The  government's  reason  at  first  for  offering  land  bounties  was  to 
encoarage  enlistment  From  1850  on,  however,  the  purpose  of  the 
boonties  was  to  reward  services. 

The  following  may  serve  as  a  summary  of  the  national  experience 
with  land  bounties  to  soldiers : 


'•• 
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1.  A  majority  of  the  soldtelrs  have  no  desire  to  go  and  live  upon 
lands  which  are  remote.  Kifvct  civilization  and  usually  below  the  eco- 
nomic level  at  the  \i^c:  •*%  '- 

2.  l^liQ^^iiiyiWa^'ika  get  the  soldiers  all  to  claim  their  warrants  is  to 
I^ake*•tIilpm*A^8ignable^  and  this  causes  the  lands  to  pass  into  the  hands 

*  .  :  /.  \  of^specfdilators  and  other  classes  of  persons  far  different  from  those 
,    *.'••••  desired  on  the  frontier. 

3.  It  is  best  to  let  the  soldiers  select  their  lands  anywhere  in  the 
public  domain. 

4.  It  is  not  feasible  to  set  a  limit  as  to  time  when  warrants  may  be 
claimed  or  located.  Some  public  land  now  spurned  may  later  rise 
above  the  economic  level  and  be  taken  up  under  warrants. 

(Based  principally  on  P.  J.  Treat^^  National  Land  System  1786^ 
1820.) 

EXHIBIT  B — Land  for  Soldiers  and  Sailors  in  the  British  Dominions 

1.     England  and  Wales 

In  1915  a  Departmental  Committee  was  appointed  by  the  President 
of  the  Board  of  Agriculture  and  Fisheries  to  consider  the  settlement 
and  employment  on  the  land  in  England  and  Wales  of  discharged 
sailors  and  soldiers.  The  committee  reported  unanimously  on  the  sub- 
ject of  "settlement"  (Cd.  8182),  but  split  on  the  subject  of  "employ- 
ment." 

Settlement, — The  committee  recommended  that  the  County  Councils 
be  allowed  to  continue  the  work  of  providing  small  holdings  to  those 
who  are  bound  by  local  ties,  as  had  been  done  heretofore.  The  state, 
on  the  other  hand,  should  provide  small  holdings  to  those  willing  to 
enter  agricultural  colonies.  The  state  should  have  the  power  of  com- 
pulsory purchase  at  the  market  price  from  private  landowners.  Each 
colony  should  be  composed  of  at  least  100  settlers,  who  should  be 
trained  and  encouraged  to  engage  in  market  gardening,  fruit  raising, 
and  dairying.  The  settlers  should  not  own  their  holdings,  but  should 
be  state  tenants,  under  a  sufficient  protection  of  their  tenant  rights.  A 
discharged  enlisted  man  should  be  given  a  holding  only  when  he  has 
demonstrated  his  ability  to  operater  one  to  advantage.  For  this  pur- 
pose a  preliminary  period  of  employment  at  a  fair  living  wage  in  a 
central  state-operated  scientific  farm  was  recommended.  The  state 
shall  encourage  the  formation  of  cooperative  credit  associations  among 
the  settlers  and  extend  credit  to  these  associations.  The  state  shall 
also  organize  depots  and  the  marketing  end  in  general,  for  which  it 
shall  charge  a  commission.  This  shall  continue  until  that  time  when 
the  settlers  will  be  ready  for  cooperative  marketing.  The  central  farm 
shall  employ  a  highly  qualified  director  and  staff  to  teach  the  settlers 
the  methods  of  scientific  farming.  The  ultimate  goal  shall  be  to  make 
the  colonies  self-supporting,  the  state  continuing  to  bear  only  the  cost 
of  the  work  of  education.  The  committee  recommended  immediate 
propaganda  work  in  the  Army  and  Navy  to  attract  settlers. 

Employment, — Of  the  ten  members  of  the  committee  seven  signed 
a  majority  report  and  the  remaining  three  united  upon  a  minority  re- 
port.    Both  reports  are  in  agreement  with  reference  to  the  necessity 
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of  attracting  labor  to  the  farms  after  the  war;  but^  while  the  majority 
report  maintains  that  the  requisite  changes  in  English  agriculture 
could  not  be  effected  in  time  to  employ  the  ex-service  men^  the  mi- 
nority report  insists  that  England  must  offer  to  the  ex-service  men  as 
good  a  prospect  in  agriculture  as  do  the  dominions^  and  that  she  must 
do  80  without  delay.  The  minority  report  advocates  a  policy  of  es- 
tablishing minimum  wages  through  district  or  national  boards,  and 
goaranteeing  to  the  farmer  a  minimum  price  on  wheat.  That  would 
enable  him^  firsts  to  pay  a  higher  wage  and  provide  better  living  con- 
ditions; andj  second^  would  induce  him  to  convert  the  poorer  grades 
of  grass  into  arable  land. 

Memorandum  on  British  Imperial  plan  for  settlement  of  ex-service 
men  upon  land:  Report  of  a  committee  appointed  hy  the  Secretary  of 
State  for  the  Colonies. — ^A  Dominions'  Royal  Commission  had  previ- 
ously reported  that  there  should  be  set  up  a  central  authority  for  the 
Empire,  which  should  be  a  Department  of  the  Home  Government  for 
handling  the  matter  of  settlement.  A  Consultation  Board  on  which 
the  oversea  dominions  would  be  represented  was  to  function  in  co- 
operation with  the  department.  The  present  committee  advocates 
giving  the  dominions  not  merely  advisory,  but  fullfledged,  representa- 
tion, with  the  power  to  vote.  The  committee  pointed  out  that  plans 
for  settlement  at  home  and  overseas  are  in  no  way  mutually  antagonis- 
tic. They  say,  however,  that  due  eare  will  have  to  be  exercised  in 
order  not  to  disturb  the  labor  situation  in  the  oversea  dominions  should 
there  be  a  large  number  of  other  than  agricultural  settlers  emigrating. 
The  matter  of  financing  the  settlers  upon  land  is  also  considered. 

2.     Candida 

A  bill  was  introduced  in  the  summer  of  1917  in  the  House  of  Com- 
mons by  the  Minister  of  the  Interior  "To  Assist  Returned  Soldiers  in 
Settling  Upon  the  Land  and  to  Increase  Agricultural  Production." 
The  bill  proposes  a  Soldiers'  Settlement  Board  to  consist  of  three 
commissioners.  The  Minister  of  the  Interior,  at  the  request  of  the 
board,  may  reserve  dominion  lands  for  the  purposes  of  the  act,  but 
ttU  snch  reservations  lapse  three  years  after  the  close  of  the  present 
war.  The  Ministry  may  grant  to  any  settler  recommended  by  the 
board  a  free  entry  for  not  more  than  100  acres  of  such  lands,  subject 
to  such  conditions  as  in  the  opinion  of  the  governor  in  council  are  nec- 
essary to  secure  the  use  of  the  land  for  the  purposes  for  which  it  is 
granted.  The  board  may  loan  a  settler  not  more  than  $2500  for  the 
clearing  of  land  for  agricultural  purposes,  the  improvement  of  agri- 
cnltnral  land,  the  erection  of  farm  buildings,  the  purchase  of  stock, 
machinery  and  equipment,  and  such  purposes  as  the  board  may  ap- 
prove. Before  making  loans  the  board  must  be  satisfied  that  the  value 
of  the  security  offered  is  sufficient  to  justify  the  loan,  the  value  to  be 
estimated  on  the  basis  of  the  agricultural  productiveness  of  the  land 
and  the  commercial  value  of  any  other  security  given;  also  that  the 
applicant  has  the  ability  to  make  from  the  land  a  fair  living  for  him- 
self and  his  family,  after  paying  the  interest  and  amortization  charges 
and  other  payments  due.    All  loans  must  be  expended  under  the  su- 
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pervision  of  the  board.  Loans  upon  dominion  lands  consiitate  a  first 
charge  upon  the  lands^  and  loans  upon  other  lands  must  be  secured  by 
first  mortgages^  the  interest  being  5  per  cent  in  each  case.  Paymenta 
of  principal  and  interest  are  to  be  made  in  equal  annual  installments 
extending  over  a  period  of  not  more  than  twenty  years^  but  the  set- 
tler may  at  any  time  pay  the  whole  or  any  part  of  the  money  bor- 
rowed with  interest.  The  board  may  defer  the  payment  of  the  whole 
or  part  of  the  first  two  installments.  In  the  case  of  dominion  lands^ 
patents  are  not  to  be  issued  until  the  loan  and  all  interest  due  have  been 
paid  in  full.  The  bill  also  provides  that  the  board  may  with  the  ap- 
proval of  the  governor  in  council  make  provision  for  the  placing  of 
returned  soldiers  with  farmers  in  order  that  they  may  be  instructed  in 
farmings  for  agricultural  training  stations  for  returned  soldiers,  for 
farm  instructors  and  inspectors  to  assist  settlers  with  information  and 
instructions  in  farming,  as  well  as  for  training  in  domestic  and  house- 
hold science  for  settlers'  wives  and  female  dependents. 

8.     Australia 

A  bill  was  introduced  in  the  Australian  senate  in  the  summer  of 
1917  by  the  government  under  the  name  "Australian  Soldiers'  Repa- 
triation Bill."  It  is  a  non-partisan  measure  and  at  the  divisions  on 
the  second  reading  only  a  small  minority  voted  against  it — ^without, 
however,  opposing  the  principle  of  the  bill.  In  February,  1917,  a 
conference  was  held  between  representatives  of  the  commonwealth  and 
of  the  states.  It  was  agreed  that  the  states  should  supply  the  re- 
turned soldiers  and  sailors  with  agricultural  land  and  that  the  com- 
monwealth should  supply  them  with  the  necessary  capital.  A  census 
was  taken  among  the  soldiers  and  sailors  in  camp  both  at  home  and 
abroad,  and  40,000  expressed  a  desire  to  settle  upon  the  land.  It 
was  recognized  that  there  was  not  enough  public  land  of  a  satisfac- 
tory grade  to  satisfy  the  demand;  so  that  condemnation  of  private 
land  would  have  to  be  resorted  to.  The  government,  at  this  time,  is 
unprepared  to  discuss  the  financial  side  of  the  proposed  projects, 
it  being  bent  solely  upon  committing  the  commonwealth  to  a  responsi- 
bility to  the  men  who  have  enlisted.  Senator  Millen,  vice  president  of 
the  executive  council  in  charge  of  the  bill,  thought  that  the  cost  in- 
volved would  be  about  ^60,000,000. 

The  underlying  principles  are  as  follows:  (1)  The  holding  should 
be  of  such  a  size  that  the  settler's  own  labor  is  the  most  important 
factor  in  its  development  and  working.  (2)  That  the  size  and  char- 
acter of  the  holding  shall  correspond  to  the  financial  resources  at  the 
command  of  the  settler.  (8)  That  the  knowledge  necessary  to  work 
the  holding  can  be  acquired  in  a  short  period.  (4)  That  the  returns 
shall  be  quick.  (5)  That  the  government  shall  guarantee  a  market 
and  organize  the  handling  and  the  sale  of  the  product  (6)  That  the 
government  shall  through  experts  in  its  employ  offer  scientific  and 
practical  guidance  to  settlers.  (7)  That  the  scheme  should  be  admin- 
istered jointly  by  the  commonwealth  and  the  states,  plenty  of  scope 
being  given  to  the  unpaid  *work  of  honorary  functionaries. 


Lcmd  UtUizatUm — Discussion  106 

4.     New  Zealand 

The  New  Zealand  Discharged  Soldiers  Settlement  Act,  of  1915^ 
proyides  for  the  disposal  of  lands  to  returned  soldiers  under  two 
headings:  Ordinary  Tenures  and  Special  Tenures.  The  governor 
sets  apart  by  proclamation  an  area  of  crown  or  settlement  land  for 
selection  by  discharged  soldiers  only  and  such  land  is  disposed  of 
imder  the  "ordinary  tenure"  of  the  previous  land  acts.  A  duly  author- 
ised agent  of  an  enlisted  man  may  apply  on  his  behalf  for  land  under 
this  act.  Thus  able-bodied  men  or  slightly  wounded  men  may  be  pro- 
vided for. 

Under  "special  tenure"  the  disabled  men  are  dealt  with.  The  gov- 
eniment  finds  the  land  and  finances  the  wounded  soldiers  until  such 
time  as  they  can  reasonably  obtain  a  return  from  the  land. 

No  transfer  of  land  acquired  in  either  way  may  be  made  for  a 
period  of  ten  years^  except  with  the  consent  of  the  government. 

G.  F.  Warrxn. — ^Three  important  land  problems  are:  What  are  our 
land  resources?  Who  is  to  live  on  the  land?  and^  How  is  the  farmer 
to  acquire  land? 

Our  Land  Resources 

The  tentative  schedule  for  the  next  census  shows  the  following  clas- 
sification of  land  in  farms: 

Acres 

9.  Total  number  of  acres  in  this  fann.i  (Give  here  all  lands  op- 
erated or  farmed  by  the  farm  operator,  including  all  outlying 
or  separate  fields,  meadows,  pastures,  or  woodlands  operated 
by  him  as  owner,  tenant,  or  manager.  Do  not  include  land 
pastured,  cropped,  or  otherwise  operated  by  any  other  than  the 
one  whose  name  is  given  after  Inquiry  1.)  

10.  Ntmiber  of  acres  of  land  which  is  devoted  to  orchards  or  vine- 

yards; or  from  which  hay,  com,  or  other  crops  were  harvested 

in  191T.  

11.  Number  of  acres  of  tillable  land  which  in  its  present  condition 

can  be  plowed,  but  which  was  used  exclusively  for  pasturage 

in  1917.  

12.  Nmnber  of  acres  of  tillable  land  which  in  1917  was  lying  idle  or 

fallow.  

13i  Number  of  acres  of  land  on  which  crops  were  sown  or  planted 

in  1917,  but  were  not  harvested  on  account  of  crop  failure.  

li  Number  of  acres  of  woodland  uMsd  for  pasture  in  1917.  

15.  Number  of  acres  of  woodland  not  used  for  pasture  in  1917.  

16.  Number  of  acres  of  nontiUable  land,  other  than  woodland,  used 

for  pasture  in  1917.  

17.  Acres  of  waste  land  and  land  covered  by  buildings,  bam  and 

house  lots,  roads,  and  lanes.  


^The  sum  of  the  acres  reported  in  answer  to  Inquiries  10-17,  inclusive, 
should  be  the  same  as  the  answer  reported  to  Inquiry  9. 
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This  will  be  the  first  enumeration  of  the  uses  made  of  all  land  in 
farms.  The  conference  on  the  agricultural  schedule  called  by  the 
Bureau  of  the  Census  recommended  that  an  enumeration  of  land  not 
in  farms  be  made  by  counties.  Such  an  enumeration  can  be  made  with 
considerable  accuracy  in  counties  where  there  is  a  county  agricultural 
agent.  The  writer  suggests  for  consideration  the  following  classifica- 
tion of  land  not  in  farms : 

Aeret 

1.   Land  occupied  by  cities,  towns,  and  villages  and  their  suburbs 

and  not  used  for  any  agricultural  purpose.  

^.   Land  occupied  by  cities,  towns,  and  villages  and  their  suburbs, 

but  used  for  growing  crops  and  not  reported  in  farms.  

A  good  map  of  the  county  will  enable  one  to  estimate  the  total 
area  in  cities,  towns,  and  viUages.  The  total  area  is  the  sum  of 
the  two  answers  given  above  plus  the  area  in  such  places  that 
is  included  in  .farms. 
Estimate  of  the  area  ii\  gardens  and  other  agricultural  use  can  be 
made  by  multiplying  the  average  area  used  for  such  purposes 
by  the  number  of  families  probably  having  such  land. 

3.  Areas  of  less  than  3  acres  outside  of  incorporated  places  used  as 

homes  but  not  reported  as  farms.  

4.  Land   used   for   industrial  plants  and  not   in   cities,   towns,  or 

viUages.  

5.  Surface  area  occupied  by  oil,  gas,  and  salt  wells,  and  by  mines.  

6.  Land  occupied  by  railroads.  

The  miles  of  railroad  may  be  measured  on  a  map  and  multiplied 

by  the  average  width  of  the  right  of  way.  

7.  Land  in  public  parks.  

8.  Land  in  fairgrounds.  

9.  Land  in  graveyards.  

10.  Land  in  school-grounds  outside  of  incorporated  places.  - 

11.  Woodland  not  in  farms  that  would  be  suitable  for  crop  growing 

if  cleared.  

19.   Woodland  not  in  farms  that  would  be  suitable  for  crop  growing 

if  cleared  and  drained.  ■ 

13.  Woodland  not  in  farms  not  suitable  for  crop  growing,  but  suit- 

able for  pasture  if  cut.  

14.  Woodland  not  in  farms  not  feasible  to  cut  or  clear,  but  now  used 

for  range.  — 

15.  Woodland  not  suitable  for  either  crop  growing  or  pasture.  

16.  Swamps,  ponds,  or  lakes  not  in  farms  suitable  for  crop  growing 

if  cleared  and  drained  and  which  it  is  feasible  to  drain.  

17.  Swamps,  ponds,  or  lakes  not  m  farms  for  which  drainage  is  not 

feasible.  

18.  Streams,  canals,  drainage  and  irrigation  ditches.  

19.  Arid  land  that  is  suitable  for  crop  growing,  and  for  which  water 

is  available.  
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30.  Arid  land  for  which  water  is  not  available,  but  that  is  suitable 

for  crop  growing  by  dry-farming  methods.  

21.  Arid  land   suitable   for   grazing  purposes  but   not   included   in 

10  and  90.  

32.  Arid  land  not  suitable  for  any  agricultural  use.  

23.  Mountainous  land  not  suitable  for  any  agricultural  use.  

24.  Rocky  or  stony  land  not  included  above  and  not  suitable  for  any 

agricultural  use.  

25.  Sand  hills  not  suitable  for  any  agricultural  use.  

26.  Other  land— describe  it.  

Total  

The  total  area  plus  the  area  of  land  in  farms  should  equal  the 

area  of  the  county.    This  is  given  in  the  Thirteenth  Census. 

This  classification  may  appear  to  be  in  great  detail^  but  it  is  just  as 
easy  to  report  most  of  these  items  separately  as  it  is  to  have  them 
combined. 

Who  u  to  Live  on  the  Land? 

Since  farm  families  are  more  prolific  than  city  families^  there  is 
a  constant  movement  to  cities.  The  kind  of  persons  who  live  on  the 
farms  will  soon  be  the  kind  in  cities.  The  kind  of  persons  who  live 
on  the  land  should  be  the  kind  that  we  desire  as  future  population. 
Some  very  shortsighted  persons  would  even  add  to  our  present  race 
problem  a  Japanese  and  Chinese  race  problem  by  importing  these 
persons  to  work  on  farms. 

Meant  of  Acquiring  Land 

The  writer  believes  that  public  welfare  is  best  served  and  the  best 
farm  conditions  developed  when  it  is  possible  for  the  average  farm 
boy  without  any  capital  to  accumulate  enough  money  to  become  a 
tenant  by  working  as  a  hired  man  for  two  to  five  years;  and  when 
it  is  possible  for  him  to  accumulate  enough  money  so  that  he  may  be- 
come an  owner  of  a  mortgaged  farm  by  five  to  ten  years'  work  as  a 
tenant. 

An  investigation  made  in  1911  in  Jefferson  County^  New  York^  of 
668  farms  showed  the  methods  of  getting  started  as  stated  in  the  fol- 
lowing table. 

In  this  region  88  per  cent  of  the  farms  were  rented. 

In  Livingston  County^  New  York,  the  average  age  at  which  opera- 
tors became  owners  was  thirty-six  years.  In  this  region  36  per  cent 
of  the  farmers  were  tenants. 

In  Jefferson  County  those  who  started  as  hired  men  at  home  were 
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Time  Required  to  Become  Tekakt  or  Owker  668  Farms 

IV  JEFFERflOX  COUKTY,   NeW  YoRK 


Now  a  farm  owner 

Now  a  tenant 

How  began 

Number 

Age 
became 
tenant 

Age 

became 

owner 

Number 

Age 
became 
tenant 

Began  as  owner 
Began  at  other 

than  farm  labor 

Hired  man 

Other  labor  and 

hired  man 

Began  as  tenant 
Other  labor, 

then  tenant... 
Hired  man  and 

tenant   

Other  labor, 

hired  man  and 

tenant   

18 

33 

86 

46 
29 

38 

130 

38 

•  «  • 

•  •  • 
■  ■  • 

•  •  • 

99 
98 
97 

33 

93 

30 
30 

35 
33 

36 

37 

49 

•  •  • 

•  •  • 

•  •   m 

•  •    • 

11 

98 
149 

69 

mam 

a    a   a 
•   mm 

a    .   a 

96 
31 

27 

SS 

Average  and 
total    

Livingston 
County 

418 

35 
36 

950 

99 

one  year  older  when  they  became  owners  than  were  those  who  started 
as  hired  men  away  from  home^  but  those  who  stayed  at  home  had 
acquired  over  $1000  more  capital  at  the  same  agCa 

Those  who  went  to  high  school  became  owners  at  four  years  younger 
than  did  those  who  did  not  go  to  high  school.  Those  who  went  to 
college  became  owners  three  years  younger  than  did  high  school  men. 
Of  those  who  began  as  hired  men  away  from  home,  the  ones  who  went 
to  high  school  became  owners  a  year  younger  than  did  those  who  went 
to  district  school  only.  The  high  school  men  made  larger  labor  in- 
comes than  did  the  district  school  men.  When  sorted  in  groups  with 
equal  capital  at  the  beginning  of  the  year^  those  who  had  been  to  high 
school  made  larger  labor  incomes  than  those  who  had  not  been  to  high 
school.  The  college  men  had  largest  families^  high  school  next,  and 
district  school  men  had  the  smallest  families. 


C.  F.  Marbut. — In  this  country  we  are  beginning  to  realise  the 
need  of  more  accurate  knowledge  of  the  land.  Our  census  data  con- 
cern the  total  area  and  its  condition  with  respect  to  use.  We  know 
with  a  considerable  degree  of  accuracy  the  area  of  improved  and  that 
of  unimproved  land.  This,  however,  tells  us  nothing  directly  about 
its  character.    We  are  able  to  draw  certain  inferences  but  they  at  best 
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are  mere  inferences. 

There  are  in  this  country  large  ateaa  of  unimproved  land.  All  of 
it  is  destined  to  become  improved^  but  not  in  the  existing  meaning  of 
that  term.  Virgin  forest  land  is  not  improved  at  present^  but  it  will 
in  time  be  considered  so ;  and  much  of  the  land  now  unimproved  and 
some  that  is  now  said  to  be  improved  will  find  its  most  productive  use 
as  forest  land.  To  determine  what  shall  finally  become  forest  land 
and  what  shall  be  devoted  to  other  uses^  accurate  knowledge  is  essen- 
tial if  it  be  properly  determined.  Knowledge  of  the  characteristics 
of  the  land^  or^  in  other  words^  the  information  on  which  classification 
must  be  based^  is  needed  not  as  an  end  but  as  a  means  of  determining 
the  capabilities  of  the  land.     The  problem  therefore  is : 

1.  Utilisation  of  unused  land. 

2.  Better  utilization  of  land  now  used. 

The  better  utilization  of  land  now  used  is  the  same  problem  as  the 
effective  use  of  unused  land.  The  problem  of  the  unused  land  is  not 
simply  use^  but  an  intelligent  use^  or  the  best  use^  determined  by  neu- 
tral or  fixed  conditions  and  economic  conditions  which  change  more  or 
less  slowly. 

The  solution  of  the  problem  in  both  cases  depends  upon  a  knowledge 
of  the  natural  or  fixed  conditions.  Primarily  they  are  of  two  kinds: 
(1)  air  or  climatic  conditions^  and  (2)  land  conditions  which  are 
fmidamentally  concerned  with  soil  and  topography.  What  I  shall  say 
will  concern  the  soil  itself,  assuming  that  it  is  more  fundamental  and 
of  much  more  importance  than  topography. 

Many  attempts  have  been  made  in  the  past  and  are  still  being  made 
to  determine  the  character  of  the  land  by  some  "short  cut"  method. 
Soch  attempts  are  in  harmony  with  our  methods  in  doing  many  things, 
even  in  getting  rich.  They  express  the  attitude  of  youth  everywhere. 
We  have  tried  to  interpret  soil  conditions  from  geological  conditions. 
It  has  been  more  or  less  vociferously  maintained  by  the  geologists,  and 
somewhat  tacitly  admitted  by  others,  that  the  geology  of  a  region  will 
gire  us  about  all  we  desire  to  know  concerning  its  soils.  More  careful 
study  of  the  soil  itself,  however,  whether  the  study  be  directed  to  the 
soil  as  a  natural  body  worthy  of  investigation  for  itself  alone  regardless 
of  its  value  as  a  producer  of  crops,  or  merely  as  a  producer  of  wealth, 
iss  shown  that  over  large  areas  of  the  earth's  surface  the  nature  of 
the  soil  is  only  remotely  and  in  somewhat  minor  details  dependent 
Qpon  the  geological  formations  as  these  are  defined  by  geologists. 

The  geologist  is  able  to  account  for  the  processes  by  which  the  soil 
material  was  accumulated  and  for  the  original  character  of  that  ma- 
terial when  accumulated,  but  the  existing  soil  differs  from  that  material 
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to  varying  degrees^  depending  upon  the  activity  of  the  forces  that  have 
been  operating  on  the  material  since  its  accumulation  and  the  time  and 
conditions  under  which  they  have  operated. 

Soils  derived  from  identical  original  material  often  differ  much  more 
than  do  other  soils  derived  from  widely  different  original  material.  It 
is  no  more  possible  to  identify  the  broad  essential  characteristics  of 
soils  with  geological  formations  than  it  is  to  classify  architectural  types 
on  the  basis  of  the  kind  of  trees  from  which  the  wood  for  construction 
work  came. 

The  botanist  is  still  at  work  attempting  to  classify  land  on  the  basis 
of  its  vegetation  and  apparently  has  a  more  sound  basis  for  his  efforts 
than  has  the  geologist.  Since  the  native  vegetation  has  disappeared 
from  large  parts  of  the  earth's  surface^  and  since  it  is  well  known  that 
a  given  vegetation  type  at  any  time  is  dependent  on  many  factors  of 
which  the  soil  is  only  one^  it  is  evident  that,  while  the  vegetation  may 
be  used,  if  used  with  intelligence,  for  making  a  rough  classification  of 
the  soil  into  broad  groups,  yet  it  has  the  fatal  defect  of  resulting  only 
in  an  approximation  at  best.  It  is  a  makeshift  and  indirect  method 
of  getting  at  the  matter  and  has  very  definite  limitations  in  the  extent 
and  detail  to  which  it  can  be  extended. 

Land  classification  does  not  differ  essentially  in  its  requirements  as 
to  method  from  the  classification  of  other  natural  bodies.  The  classifi- 
cation of  plants  has  not  been  effected  through  a  study  of  animals,  even 
in  their  relation  to  plants.  We  do  not  classify  rocks  on  the  basis  of 
information  gained  from  the  soils  derived  from  them  or  on  the  nature 
of  the  magmas  from  which  they  solidified,  or  in  the  case  of  sedimentary 
rocks  on  the  basis  of  the  original  rock  that  was  decomposed  to  furnish 
the  material  of  which  they  are  composed.  A  real  classification  of  the 
land  can  be  made  only  on  the  basis  of  the  characteristics  of  the  land 
itself.  It  must  be  based  on  facts  determined  at  first  hand  and  not  in- 
directly. Land  classification  reduced  to  its  lowest,  most  fundamental 
terms  is  soil  classification,  since  the  characteristics  of  the  soil  are  the 
final  product  of  all  the  forces  that  have  been  operating  on  any  given 
area  of  the  earth's  surface  under  all  the  conditions  existing  and  that 
have  existed  in  each  locality.  Soil  must  be  classified  according  to  the 
characteristics  of  the  soils  themselves — characteristics  determined  by 
direct  study  of  the  soil. 

To  classify  soil  as  glacial  soil  or  alluvial  soil  or  pine-land  soil  or 
grass-land  soil  is  of  some  value  where  no  other  data  are  available,  but 
it  tells  us  very  little  of  the  soil  itself;  while  to  classify  it  according  to 
texture,  color,  profile,  structure,  chemical  composition  and  reactions, 
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and  physical  characteristics  is  classifying  it  on  the  basis  of  its  own 
characteristics;  and  each  fact  is  a  soil  fact  and  is  ot  value  in  a  final 
and  fundamental  characterization  of  the  soil. 

It  IS  exactly  this  that  we  are  attempting  to  do  in  our  soil  survey 
work.  While  it  is  true  that  we  have  certain  groups  of  soils  in  which 
the  group  basis  refers  to  features  that  are  not  necessarily  those  of  the 
soil  to  be  observed  by  a  study  of  the  soil  itself^  yet  this  is  merely  for 
convenience  and  we  recognize  fully  that  such  is  the  case.  The  soil 
units  are  defined  according  to  characteristics  of  the  soil  itself.  We 
realize  that  one  result  of  our  grouping  according  to  physiography  and 
geology  brings  about  a  certain  amount  of  duplication  in  our  units^  yet 
this  will  be  gradually  eliminated  in  time  when  we  have  finally  outlived 
the  necessity  of  our  convenient  but  artificial  grouping. 

Our  work^  therefore^  consists  of  soil  definition^  identification  and 
location^  and  the  grouping  of  the  soil  units  according  to  their  charac- 
teristics. This  is  a  classification  of  the  fundamental  features  of  the 
land.  No  final  land  classification  is  possible  without  this  soil  classifi- 
cation. It  is  the  one  factor  that  heretofore  has  been  left  out  of  consid- 
eration because  it  was  not  available.  With  a  knowledge  of  the  soil^ 
topography^  and  climate  we  shall  be  in  possession  of  the  three  funda- 
mental factors  that  are  necessary. 

The  climate  is  already  rather  well  known.  The  topography  also  in 
general  terms  and  the  details  are  being  accumulated.  The  soil  data 
both  general  and  detailed  were  the  last  of  the  three  to  claim  recogni- 
tion, but  they  are  now  in  process  of  accumulation. 

In  our  work  the  soil  unit  is  defined  in  terms  of  its  characteristics, 
many  of  which  enter  into  its  determination  and  must  be  determined 
before  the  soil  can  be  identified.  It  is  unnecessary  to  describe  them 
here  since  they  are  more  or  less  technical.  By  their  means,  however, 
the  soils  of  any  area  that  has  been  covered  can  be  grouped  according 
to  several  characteristics — for  example:  according  to  drainage,  degree 
of  oxidation  and  aeration,  presence  or  absence  of  hardpan,  texture,  in- 
tractability, productiveness,  chemical  characteristics,  physical  features, 
topography. 

Classification  of  the  land,  however,  is  not  the  final  solution  of  the 
problem.  It  marks  the  attainment  merely  of  the  completion  of  the 
first  and  preliminary  stage  of  its  treatment.  It  expresses  the  result 
of  the  accumulation  of  the  fundamental  information  on  which  the  work 
of  the  next  phase  must  be  based.  The  latter  consists  of  the  determina- 
tion of  the  adaptabilities  and  capacities  of  the  several  kinds  of  land 
that  have  been  defined,  identified,  and  located.     This  must  be  done 
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either  hy  experiments  carried  on  for  the  purpose  on  each  kind  of  land, 
or  by  a  determination  and  interpretation  of  the  results  of  the  uncon- 
scious experiments  that  farmers  have  made  in  their  more  or  less  blind 
efforts  to  adapt  themselves  to  their  natural  environment  The  work 
of  each  of  these  methods  must  be  carried  out  by  specialists  and  by  those 
whose  training  fits  them  for  that  particular  work.  It  is  different  from 
the  work  of  land  classification.  The  first  must  be  done  by  the  crop 
experimenter — ^the  plat  experiment  work  of  the  Experiment  Stations. 
The  second  is  the  work  of  the  expert  in  the  geographic  phases  of  agri- 
culture. It  is  statistical  in  its  fundamental  nature  and  is  done  by  the 
careful  accumulation  and  the  interpretation  of  agricultural  statistics. 

The  final  solution  of  the  problem  is  effected  by  a  farm  management 
study,  a  study  of  farm  economics,  which  will  determine  what  shall  be 
done  under  each  combination  of  a  particular  soil  or  group  of  soils,  a 
given  climate,  and  a  given  set  of  economic  conditions.  For  the  present 
we  in  the  Bureau  of  Soils  are  concerned  with  the  accumulation  of  the 
necessary  fundamental  data  concerning  the  soil. 


THE  FEDERAL  VALUATON  OF  RAILROADS  IN 

RELATION  TO  A  DEFINITE  POLICY  OF 

NATIONAL  RAILWAY  CONTROL 

Bt  John  Baiter 
Princeton  University 

There  has  been  recently  a  widespread  demand  for  discontinuing 
the  federal  valuation  of  railroads  made  by  the  Interstate  Com- 
merce Commission  in  accordance  with  the  Railway  Valuation  Act 
passed  by  Congress  and  approved  March  1,  1913.  The  discon- 
tinuance has  been  urged  on  the  patriotic  groimds  that  the  en- 
gineers, accountants,  and  clerical  forces  are  needed  in  the  war  or 
in  work  connected  with  the  war,  and  that  the  valuation  now  has 
only  secondary  importance.^ 

iThe  day  before  this  paper  was  presented.  President  Wilson  issued  a  proc- 
lamation seising  all  the  railroads  and  their  appurtenances  in  behalf  of  the 
federal  goTemment  The  plan  of  operation  provides  for  a  Director-General 
who  will  work  through  a  committee  of  practical  railroad  men  and  who  will 
continue  the  existing  organisation  of  the  individual  companies. 

In  general,  the  plan  is  one  of  national  iuper-control  and  not  of  outright 
govemment  ownership  and  operation.  It  is  substantially  the  kind  of  organi- 
sation that  I  had  in  mind  in  the  preparation  of  this  paper.  It  provides  for  a 
national  railway  system,  without  initial  disorganization  of  management,  and 
without  the  danger  of  political  manipulation.  While  certain  details  were 
determined  hj  immediate  war  conditions  and  will  probably  have  to  be  changed 
Uter,  in  general,  the  plan  seems  to  me  to  furnish  the  most  desirable  perma- 
nent policy,  although,  of  course,  what  should  finally  be  done  will  depend  upon 
the  success  of  the  operation  during  the  war.  However,  it  now  seems  incon- 
ceivable that  after  the  railroads  have  been  merged  into  a  single  system  they 
shonld  be  returned  to  itatu»  quo  ante,  broken  up  Into  the  origfiial  competitive 
units. 

From  the  standpoint  of  permanent  policy,  there  are  two  important  points 
in  which  the  President's  plan  should  be  materially  changed:  (1)  as  to  the 
body  exercising  super-control,  and  (3),  as  to  the  method  of  compensating  the 
railway  investors.  For  the  purposes  of  the  war,  the  creation  of  a  director 
general,  not  connected  with  any  existing  government  organization,  is  probably 
desirable.  Permanently,  however,  the  super-control  probably  had  better  be 
lodged  with  the  Interstate  Commerce  Commission,  which  should  be  the  national 
board  of  railway  directors,  performing  for  the  country  at  large  the  same 
function  that  is  exercised  by  the  board  of  directors  of  an  individual  com- 
pany. The  Commission  is  an  existing  organization  and  is  excellently  fitted  to 
determine  the  general  policies.  Whue  a  director  general  should  probably  be 
employed,  he  siuDuld  be  responsible  to  the  Commission  in  carrying  out  operat- 
ing policies. 

As  to  compensation,  the  President's  plan  guarantees  to  each  company  the 
average  net  operating  income  for  the  three  years  preceding  June  30,  1917. 
As  a  practical  war  measure,  this  is  probably  the  most  satisfactory  immediate 
arrangement.  It  is  reasonably  liberal  to  the  railroads  and  at  once  frees  the 
investors  from  all  financial  uncertainties,  so  that  the  traffic  may  be  freely 
shifted  according  to  national  requirements,  and  new  investments  may  be  made 
at  the  government's  direction,  all  without  aifecting  any  private  interests. 

For  permanent  purposes,  'however,  the  basis  of  compensation  probably  will 
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To  what  extent  the  demand  is  in  good  faith  is  difficult  to  say. 
If  the  valuation  were  not  in  process,  it  should  probably  not  be 
started  at  the  present  time.  But  it  is  well  under  way;  several 
minor  valuations  are  practically  completed,  and  most  of  the  im- 
portant ones  are  well  advanced.  If  it  is  Worth  doing,  it  should 
be  actively  continued;  otherwise  much  of  what  has  been  accom- 
plished would  be  lost,  energy  would  be  wasted  in  beginning  again 
later,  and  the  undertaking  might  be  permanently  abandoned.  If 
there  is  a  shortage  of  engineers,  accountants,  and  other  technical 
men,  should  not  adjustment  be  made  in  other  enterprises  of  less 
national  significance.'^ 

But  we  face  the  question  whether  the  valuation  is  really  of  great 
national  significance.  The  railroads  have  always  maintained  that 
it  will  not  be  worth  the  tremendous  expense  involved.  The  costs 
have  already  run  into  many  millions  of  dollars,  and  no  one  knows 
what  the  total  outlay  will  be,  but  probably  not  less  than  $75,- 
000,000.  To  justify  this  huge  expenditure  we  should  be  quite 
certain  why  it  is  made.  I  must  confess  that  as  the  law  stands 
now,  and  so  far  as  any  clear  policy  has  been  based  upon  the  valua- 
tion, I  do  not  see  the  justification  of  the  tremendous  outlay.  I 
thoroughly  believe  that  the  valuation  should  be  continued,  as  prob- 

have  to  be  changed.  The  average  operating  income  of  the  past  three  years 
is  bound  to  be  unsatisfactory.  It  is  too  rough  a  method.  In  many  cases  it 
would  make  permanent  an  unreasonably  high  return,  while  in  others  it  would 
perpetuate  an  unduly  low  return.  The  desirable  basis  of  compensation  cannot 
be  the  more  or  less  accidental  income  of  three  particular  years,  but  must  be 
based  on  investment  or  some  figure  connected  with  investment  For  per- 
manent purposes,  therefore,  a  definite  valuation  should  be  placed  on  the 
property  of  each  company  and  a  fair  return  allowed  on  the  amount  While 
in  this  paper  I  rather  favored  placing  upon  the  investors  the  risk  of  earning 
the  return,  in  view  of  the  new  development,  probably  the  better  and  perhaps 
the  only  practicable  policy  is  to  guarantee  the  return,  freeing  the  investors 
from  aU  the  risks  of  the  business.  That  would  justify  a  lower  rate  of  return 
than  would  otherwise  be  necessary,  and  for  future  financing  would  leave  the 
government  free  to  act  according  to  national  needs. 

If,  then,  the  new  government  railway  policy  is  made  permanent,  the  valua- 
tion of  the  railroads  that  is  being  made  by  the  Interstate  Commerce  Commis- 
sion may  be  used  as  the  basis  of  compensation,  and  so  fix  the  amount  of  the 
investment  entitled  to  a  return.  The  change  from  a  temporary  to  a  per- 
manent basis  should  be  clearly  provided  for  by  Congress.  It  may  be  made 
In  one  of  two  ways:  (1)  As  the  valuation  of  any  property  is  completed,  the 
amount  may  be  taken  as  the  basis  of  future  compensation.  (9)  The  present 
guarantee  may  be  fixed  for  a  definite  period  (say,  five  years)  to  give  time 
for  all  valuations  to  be  completed.  The  second  plan  would  probably  be  more 
certain  and  leave  less  chance  for  speculation. 

If  the  new  general  policy  is  not  made  permanent,  we  shall  again  face  the 
question  of  what  to  do  with  the  railroads.  For  the  purpose  of  working  out 
some  definite  policy,  the  Interstate  Commerce  Commission's  valuation  will  still 
be  essential.  It  should  under  no  circumstances  be  discontinued.  The  results 
will  inevitably  be  needed  for  any  reasonable  national  policy  of  railway  control 
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ably  do  the  great  majority  of  economists  and  people  Interested  in 
regulation  from  a  broad  national  standpoint.  But  I  feel,  never- 
theless, that  the  belief  rests  largely  on  hopes,  and  not  on  purposes 
already  expressed  in  definite  national  policy. 

What  is  the  purpose  of  the  valuation?  The  Valuation  Act  re- 
quires the  Interstate  Commerce  Commission  to  make  an  inventory 
of  all  the  property  of  interstate  railroads,  to  find  the  original  cost 
of  the  property,  the  cost  of  reproduction,  the  depreciation  and 
other  elements  of  value,  to  analyze  the  capitalization  and  to  re- 
port the  financial  history  of  each  company.  How  the  results  are 
to  be  used  does  not  appear.  There  is  not  even  the  provision  that 
the  final  value  of  each  property  shall  be  definitely  determined. 
Doubtless  the  figures  are  intended  chiefly  for  tax  purposes  and  for 
rate  hearings  to  determine  the  valuation  on  which  the  companies 
are  entitled  to  earn  a  return.  They  will  serve  both  the  Interstate 
Commerce  Commission  and  the  various  state  commissions,  but  their 
use  is  nevertheless  uncertain  and  at  best  cannot  be  conveniently 
made.  No  definite  procedure  has  been  established.  Unless  a  clear 
policy  is  determined,  it  seems  exceedingly  doubtful  whether  the 
costs  of  the  valuation  will  be  justified. 

I  believe  that  a  policy  can  and  should  be  worked  out  which  will 
incorporate  the  valuation  figures  for  permanent  purposes,  and 
will  greatly  simplify  the  regulation  of  railroads.  Everyone  knows 
that  the  present  methods  of  railway  regulation  are  unsatisfactory ; 
they  are  indefinite,  unwieldy,  and  do  not  achieve  their  main  pur- 
poses. They  must  be  simplified  and  worked  into  a  definite  policy 
which  can  be  kept  under  accounting  control.  The  purpose  of  this 
discussion  is  to  consider  the  present  valuation  of  railroads  in  con- 
nection with  a  definite  policy  of  national  railway  control ;  to  out- 
line a  policy  which  will  control  in  a  practical  way,  will  make 
definite  the  principles  and  purposes  of  regulation,  and  will  permit 
the  desirable  national  railway  developments. 

Let  me  outline  in  general  the  plan  that  is  proposed:  (1)  In 
connection  with  the  present  valuation  of  railroads,  Congress  should 
authorize  the  Interstate  Commerce  Commission  to  determine  offi- 
cially the  amount  on  which  each  company  shall  have  the  right  to 
cam  a  return,  and  for  this  purpose  should  fix  a  definite  method 
of  valuation  or  should  authorize  the  Interstate  Commerce  Com- 
mission to  do  so.  (2)  Congress  should  provide  that  when  the 
valuation  of  any  property  is  completed  the  results  shall  be  taken 
into  the  accounts  of  the  company,  and  thereafter  the  accounts 
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shall  be  kept  so  as  to  show  constantly  both  the  valuation  entitled 
to  a  return  and  the  return  actually  realized,  so  that  the  return 
may  be  readily  compared  with  the  valuation,  and  its  adequacy 
automatically  determined.  (3)  Congress  should  finally  determine 
the  principle  by  which-  the  returns  can  be  readily  adjusted,  in- 
creased, or  diminished  according  to  the  requirements  of  any  com- 
pany. 


The  first  great  difficulty  of  present  railway  regulation  appears 
in  determining  the  valuation  on  which  a  company  has  the  right 
to  earn  a  return.  All  that  is  positively  stated  by  the  Interstate 
Commerce  Act  is  that  rates  shall  be  reasonable,  and  that  the  Inter- 
state Commerce  Commission  shall  establish  reasonable  rates.  But 
how  the  reasonableness  shall  be  judged,  or  what  constitutes  an 
unreasonable  rate,  is  not  defined.  The  Commission  has  a  duty  to 
perform  with  no  clear  instructions  as  to  how  to  proceed,  and  no 
power  to  determine  a  comprehensive  plan  of  desirable  procedure. 

In  the  absence  of  legislative  definition,  the  more  specific  deter- 
mination of  reasonableness  has  necessarily  fallen  upon  the  courts. 
Except  for  the  general  order  that  rates  shall  be  reasonable,  prac- 
tically the  entire  procedure  of  rate  regulation  has  been  determined 
by  the  courts,  when  properly  it  should  have  been  fixed  by  Congress 
or  by  the  Interstate  Commerce  Commission  in  place  of  Congress. 
Any  detailed  method  of  regulation  constitutes  a  public  policy,  and 
to  determine  public  policy  under  our  government  is  a  legislative 
function.  To  establish  rate  regulation  in  the  first  instance  was 
undoubtedly  an  act  that  could  not  have  been  performed  by  the 
courts ;  but  to  provide  a  procedure  by  which  reasonable  rates  may 
be  determined  was  also  a  matter  of  public  policy,  likewise  properly 
determined  by  legislative  enactment.  Congress,  however,  did  not 
provide  a  detailed  plan,  but  simply  directed  that  reasonable  rates 
should  be  established.  Consequently  when  the  Interstate  Com- 
merce Commission  has  fixed  rates,  the  final  test  of  reasonableness 
has  fallen  to  the  courts,  which  then  have  been  practically  com- 
pelled to  formulate  a  policy  in  particular  cases. 

My  purpose  is  not  to  berate  the  courts.  They  were  compelled 
to  act  where  Congress  had  failed  to  make  thoroughgoing  pro- 
visions for  regulation,  and  they  were  not  free  to  fix  a  reasonable 
plan  based  upon  general  desirability,  but  were  restricted  to  the 
requirements  of  justice  to  the  investors.    It  is  one  thing  to  declare 
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that  rates  shall  be  reasonable,  and  quite  another  definitely  to  pre- 
scribe how  they  shall  be  determined.  The  two  obviously  go  to- 
gether in  complete  legislation,  but  Congress,  as  in  many  cases  of 
economic  legislation,  acted  only  partially  and  therefore  placed  the 
burden  upon  the  courts  to  fix  a  definite  procedure. 

The  test  of  reasonableness  that  has  been  adopted  is  that  in 
general  rates  must  be  high  enough  to  bring  a  fair  return  on  the 
value  of  the  property  devoted  to  the  public  service.  Rates  that 
bring  more  than  a  fair  return  are  excessive,  and  those  that  bring 
less  are  too  low.  Cost  is  the  more  specific  standard,  such  cost 
including  operating  expenses  and  a  fair  return  on  the  property. 
Cost  rate-making  involves  very  great  difficulties,  but  these  will  be 
considered  later.  Let  us  now  restrict  ourselves  to  the  valuation 
of  the  property  entitled  to  a  fair  return. 

In  general,  the  proposition  that  a  company  is  entitled  to  a  fair 
return  on  the  value  of  its  property  soimds  definite  and  practical; 
nevertheless  this  has  caused  and  is  causing  one  of  the  chief  con- 
fusions in  regulation.  The  difficulty  is,  what  U  the  value  of  the 
property f  We  cannot  consider  this  question  extensively,  but  ob- 
viously, whatever  the  courts  may  mean,  it  cannot  be  the  value  of 
the  property  in  the  sense  that  would  be  employed  in  an  ordinary 
commercial  enterprise.  It  is  an  economic  conunonplace  that  the 
value  of  a  business  depends  on  the  earning  power,  and  in  a  rail- 
road the  earning  power  depends  on  the  rates.  Consequently,  if 
value  were  really  to  be  the  basis  of  rates,  rates  could  never  be 
reduced. 

The  circle  of  value  and  rates  has  been  pointed  out  perhaps  a 
thousand  times,  but  the  court  decisions  have  been  fixed,  and  they 
rest  at  value.  As  a  matter  of  fact,  however,  in  any  practical  rate 
proceeding,  value  has  been  disregarded.  We  make  valuations  for 
rate  purposes,  and  when  reductions  in  rates  are  made  the  valtiation 
is  less  than  value.  But  no  definite  method  of  valuation  has  been 
adopted.  While  certain  partial  processes  have  been  favored,  no 
clear  method  has  ever  been  established.  Moreover,  valuation  has 
never  been  considered  from  the  standpoint  of  public  policy,  from 
the  broad  view  of  what  would  be  nationally  desirable ;  the  courts 
have  necessarily  been  concerned  with  the  rights  of  investors  and, 
therefore,  have  always  come  back  simply  to  value  as  the  basis  of 
rates.  The  result  is  that  in  every  considerable  rate  case,  both  as 
to  railroads  and  other  public  utilities,  the  records  are  clogged  up 
with  discussions  of  value,  what  it  means,  what  should  be  included. 
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etc.  There  is  indefiniteness  and  delay,  and  real  regulation  breaks 
down  with  its  own  uncertainty  and  cumbersomeness.  Every  one 
closely  connected  with  regulation  knows  that  by  present  methods 
it  is  impossible  to  regulate  in  reality.  Because  of  the  indefinite- 
ness and  unwieldiness,  we  cannot  keep  control  of  the  companies 
so  that  they  may  get  a  fair  return  on  their  investment  and  not 
much  in  excess. 

For  illustration,  let  us  consider  the  so-called  15  per  cent  freight 
case.  The  railroads  in  eastern  official  territory  are  before  the 
Interstate  Commerce  Commission  in  what  they  deem  an  emergency 
situation,  asking  for  a  general  increase  of  15  per  cent  in  freight 
rates.  The  Commission  first  refused  the  increase,  but  allowed 
moderate  advances  on  certain  commodities.  Now  the  case  has 
been  reopened  for  further  consideration.  But  what  clear  basis 
has  the  Commission  either  for  granting  or  denying  the  increase? 
Is  it  in  a  position  to  know  at  all  definitely  whether  a  particular 
road  deserves  the  desired  advances  or  not?  There  is  no  way  by 
which  it  can  determine  even  approximately  whether  any  particular 
company  has  been  getting  a  fair  return ;  and  there  are  other  difli- 
culties  which  will  be  considered  later.  The  decision  must  rest 
mainly  upon  more  or  less  skillful  guesswork  and  upon  the  practical 
consideration,  whether  on  the  whole  the  increases  would  be  ap- 
proved or  condemned  by  the  public.  This  is  obviously  an  unsatis- 
factory situation ;  the  basis  for  refusing  or  granting  the  increases 
should  be  definite  and  clear. 

I  am  not  bringing  charges  against  the  Commission.  Under 
present  law  it  simply  cannot  but  make  unsatisfactory  decisions. 
It  must  do  the  best  it  can  under  the  law,  and  it  has  done  exceed- 
ingly well.  But  we  should  recognize  the  difficulties,  decide  what 
sort  of  regulation  we  wish,  and  fix  clear  and  practical  methods 
for  the  purpose.  But  this  is  a  legislative  matter,  based  on  com- 
prehensive investigation  and  study  of  desirable  railway  policy. 
It  should  be  carefully  considered  by  a  special  congressional  com- 
mittee and  reported  to  Congress  for  action.  It  might  well  be 
included  in  the  investigation  by  the  Newlands  Committee  of  the 
United  States  Senate  and  made  the  basis  of  a  comprehensive  re- 
vision of  the  objects  and  methods  of  railway  regulation. 

It  seems  to  me,  then,  that  the  first  step  out  of  the  present  rather 
chaotic  situation  is  for  Congress  to  determine  a  definite  method 
of  valuation  (1)  in  regard  to  past  investments  and  (2)  in  re- 
gard to  future  investments.     As  to  the  past,  the  decision  would 
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have  to  rest  on  broad  grounds  of  national  expediency  or  reason- 
ableness, and  would  probably  have  to  be  somewhat  arbitrary.  It 
could  not  meet  all  the  fine  points  of  justice,  but  it  should  never- 
theless be  equitable  in  general,  should  consider  the  public  welfare, 
and  should  be  workable.  When  adopted,  it  should  be  applied  to 
all  properties  to  determine  the  investment  entitled  to  a  return. 
No  modification  for  individual  cases  should  be  permitted,  or  the 
work  of  valuation  would  be  greatly  impeded;  there  would  be  in- 
terminable discussions  of  detail,  and  the  purpose  of  the  rule  would 
be  largely  defeated.  When  the  value  of  any  property  is  once 
definitely  established,  the  company  should  then  have  the  definite 
right  to  earn  a  return  on  the  amount. 

For  this  purpose,  the  present  valuation  of  railroads  has  ob- 
viously paramount  importance.  With  the  method  of  valuation 
clearly  determined,  the  results  would  be  definitely  taken  as  the 
company's  past  investment  entitled  to  a  return,  and  all  uncer- 
tainties of  the  past  would  be  resolved  once  for  all.  But  to  accom- 
plish this,  congressional  action  is  necessary ;  it  should  not  be  left 
to  the  courts. 

I  do  not  propose  to  argue  for  any  special  method  of  valuation. 
There  are  several  possible  methods,  each  having  its  own  special 
advantages  and  disadvantages.  But  which  particular  method  is 
adopted  is  of  great  importance  both  to  the  companies  and  to  the 
public.  The  selection  will  require  exceedingly  careful  considera- 
tion. The  choice  would  probably  lie  between  the  so-called  repro- 
duction cost  of  the  property  less  depreciation  and  the  actual 
original  (installation)  cost  less  depreciation.  Whether  the  repro- 
duction cost  or  installation  cost  is  used,  would  make  a  difi^erence 
in  the  valuation  of  railway  lands  amounting  perhaps  to  two  billion 
dollars.  This  choice  should  then  be  made  once  for  all  on  grounds 
of  national  expediency,  and  not  left  to  chance  requirements  of 
particular  cases.  Congress  should  adopt  a  definite  method  of 
valuation  and  should  act  from  the  standpoint  of  desirable  na- 
tional policy. 

The  selection  of  a  method  must  finally  depend  on  our  sense  of 
reasonableness  and  our  view  of  the  general  welfare.  The  method 
should  probably  be  judged  principally  by  the  following  five  stand- 
ards: (1)  It  should  be  definite  and  clear,  so  that  it  can  be  easily 
understood.  (S)  It  should  be  simple,  so  that  it  can  be  readily 
applied.  (8)  It  should  not  break  violently  with  present  legal 
standards,  although  these  are  unsettled  and  the  rule  itself  is  to 
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be  adopted  to  clear  up  present  uncertainty.  (4)  It  should  have 
regard  for  what  the  investors  reasonably  expected  when  they  put 
their  capital  into  the  business.  (5)  It  should  not  sacrifice  the 
general  welfare  through  narrow  regard  for  individual  justice  or 
claims. 

As  for  the  future,  the  best  basis  of  valuation  is  simple.  The 
reasonable  and  practical  method  would  be  to  allow  a  return  on 
actual  additional  investment;  there  could  scarcely  be  an  alterna- 
tive rule.  But  it  should  be  made  clearly  a  policy  by  legislative 
authority,  so  that  the  relation  between  railway  investors  and  the 
public  would  be  exactly  determined. 

n 

The  second  fundamental  point  in  the  plan  proposed  is  that 
Congress  should  provide  complete  accounting  control.  Both  the 
investment  entitled  to  return  and  the  return  actually  realized 
should  be  shown  by  the  accounts  of  the  company.  The  procedure 
might  be  outlined  directly  by  Congress  or  more  desirably  by  the 
Interstate  Commerce  Commission  under  the  authorization  of  Con- 
gress. The  rights  of  investors  and  the  obligations  of  the  public 
should  be  definitely  shown  by  the  accounts  controlled  by  the  Com- 
mission. 

Since  1909^  the  Commission  has  prescribed  a  uniform  system 
of  accounts  for  all  interstate  railroad  companies.  These  accounts 
provide  in  considerable  detail  for  showing  the  investment  in  dif- 
ferent classes  of  property,  the  liabilities  and  securities  outstand- 
ing, the  various  reserves  and  surplus,  also  the  revenues  and 
expenses  connected  with  the  operation.  As  a  system,  especially 
as  revised  since  the  first  issue,  the  accounts  as  prescribed  are  satis- 
factory. Various  minor  criticisms  might  be  made,  but  on  the  whole 
the  system  provides  a  fairly  adequate  mechanism  for  the  auto- 
matic accounting  control  that  is  urged.  The  difficulty  is,  the 
investment  figures  shown  in  the  accounts  cannot  be  taken  as  the 
basis  of  regulation.  This,  however,  is  not  true  of  the  accounts 
dealing  with  operation ;  the  operating  revenues  are  absolute  mat- 
ters, and  the  operating  expenses  and  other  charges  that  should 
be  borne  by  the  public  are  fairly  definitely  determined.  Neither 
can  any  important  criticism  be  made  of  the  Commission's  operat- 
ing policies  in  relation  to  depreciation  and  renewals  of  property. 

3  This  property  and  expense  classification  became  effective  January  1,  1909, 
but  the  revenue  classification,  July  1,  1907. 
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The  return  on  investment  shown  by  the  present  accounting  con- 
trol isy  therefore,  fairly  trustworthy,  though  it  is  not  coupled  up 
with  a  complete  policy  of  regulation. 

The  real  difficulty  appears  with  the  property  or  investment 
accounts.  The  property  figures  have  no  significance  for  regula- 
tory purposes.  They  represent  mostly  the  equalization  of  security 
issueisy  and  the  methods  of  past  security  issues  are  too  well  known 
to  require  consideration.  It  would  be  exceptional  if  in  any  case 
the  investment  in  road  and  equipment  shown  would  be  even  ap- 
proximately equal  to  the  fair  earning  value  of  the  property  de- 
termined by  reasonable  methods.  They  are  book  figures  and 
nothing  more,  and  their  annual  publication  by  the  Commission 
has  meant  not  only  largely  wasted  effort,  but  has  tended  to  create 
misleading  impressions  as  to  railroad  investments. 

The  criticism  should  be  modified  as  to  property  instaUed  since 
the  Commission's  accounting  rules  were  put  in  force.  The  invest- 
ments since  1907  have  probably  been  fairly  satisfactorily  reported. 
But  of  most  of  the  important  railroads,  the  property  *  accounts 
extend  back  fifty  to  seventy-five  years  or  more,  and  the  charges 
may  include  both  original  capitalization  issued  without  actual  in- 
vestment and  later  overcapitalization  due  to  consolidations  of 
properties;  and,  in  some  instances,  overcapitalization  through  in- 
adequate maintenance,  with  renewals  financed  through  the  issue 
of  capital  securities. 

The  property  accounts,  therefore,  serve  no  purpose  in  our 
scheme  of  regulation.  If  we  are  to  have  an  officied  valuation  of 
all  railroad  properties,  the  accounts  of  the  companies  should  be 
rewritten  accordingly,  so  that  for  each  company  a  particular 
account  would  show  the  earning  value  of  that  particular  class  of 
property  in  service,  and  so  that  all  the  property  accounts  together 
would  show  the  total  investment  entitled  to  a  return.  Thereafter, 
the  cost  of  all  additions  and  improvements  would  be  added  to  the 
accounts  and  when  old  property  is  retired  from  service  its  original 
valuation  or  cost  would  be  written  off  the  accounts  at  the  same 
amount  as  it  stood  charged.  The  balance  of  the  property  ac- 
counts would  always  show  the  investment  entitled  to  a  return.  In 
any  case,  then»  references  to  the  books  would  show  immediately 
both  the  valuation  entitled  to  a  return  and  the  return  actually 
realized  on  the  property.  There  would  be  automatic  accounting 
control;  the  facts  would  not  only  be  instantly  ascertainable,  but 
they  would  be  regularly  checked  to  show  the  results  of  operation. 
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To  present  the  facts  as  desired,  a  comprehensive  policy  would 
have  to  be  authoritatively  adopted,  which  would  provide  for 
the  maintenance  of  property,  including  depreciation,  retirements 
and  replacements;  and  the  property  accounts  would  have  to  be 
treated  accordingly.  There  might  be  alternative  procedures,  but 
whatever  operating  plan  and  special  accounting  devices  are 
adopted,  the  fundamental  facts  should  always  appear — the  invest- 
ment entitled  to  a  return  and  the  return  actually  realized.  It 
should  always  be  clear  whether  the  revenues  are  greater  or  less 
than  required  for  the  return  on  investment.  The  Commission's 
^  present  provisions  for  maintenance  and  its  accounting  require- 
ments for  operation  are  satisfactory,  except  that  they  are  not 
coupled  up  with  a  comprehensive  and  practical  system  of  regu- 
lation. 

It  should  be  mentioned  that  the  Valuation  Act  requires  that  as 
additions  and  other  changes  in  the  property  are  made  they  shall 
be  reported  and  the  Commission  shall  keep  the  valuation  up  to 
date.  This  is  an  excellent  provision,  and  the  Commission  has 
already  taken  steps  for  the  purpose.  But  as  the  law  stands,  the 
valuation  records  will  have  to  be  kept  in  supplementary  files  and 
will  not  be  shown  in  the  property  accounts  of  the  companies ;.  and 
while  the  figures  may  be  used  as  prima  facie  evidence  in  any  case, 
they  will  have  no  definite  significance  for  any  regulatory  purpose. 
They  will  merely  furnish  evidence  of  value,  but  will  not  constitute 
the  value  clearly  recognized  as  entitled  to  a  return.  As  prices 
shift  and  business  conditions  change  the  valuation  will  tend  to 
become  obsolete.  Why  not  incorporate  the  figures  definitely  in 
the  accounts  and  keep  them  up  to  date  to  show  the  investment 
entitled  to  a  return?  Would  that  not  be  the  simplest  and  clear- 
est procedure? 

The  question  may  be  raised,  whether  if  the  official  valuation 
on  the  books  be  taken  there  should  not  be  also  an  adjustment  of 
the  liabilities  and  securities  covering  the  property.  If  in  any 
case  the  official  valuation  should  be  considerably  less  than  the  past 
book  figures,  then  the  revision  of  the  property  accounts  would 
necessarily  result  in  showing  a  deficit  in  the  company's  books. 
How  should  this  book  deficit  be  treated?  In  some  instances,  the 
earning  value  of  the  property  may  be  completely  covered  by  the 
bonds  and  current  liabilities ;  then  what  adjustment  should  be  made 
for  the  capital  stock  outstanding? 

The  broader  question  of  policy  is,  whether,  if  the  property  ac- 
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counts  are  rewritten  so  as  to  show  definitely  the  earning  value, 
the  capitalization  should  not  be  adjusted  to  the  same  basis.  In 
some  instances  there  might  be  difficulties,  but  would  they  be  in- 
superable? The  capital  stock  could  always  be  scaled  down,  and 
except  in  unusual  cases  the  bonds  outstanding  would  not  be  dis- 
turbed. If  the  adjustments  in  capitalization  were  once  made,  then 
the  investment  entitled  to  a  return  would  be  shown  by  the  amount 
of  securities  outstanding,  which  would  be  the  clearest  way  of 
showing  the  earning  value.  Subsequently,  if  the  property  is 
satisfactorily  maintained,  the  additions  to  the  investment  would 
be  shown  by  the  new  securities  issued.  The  Commission  could  then 
control  the  investment  merely  by  requiring  proper  maintenance 
of  property  and  controlling  the  issue  of  securities.  This  would 
be  simple,  but  it  would  involve  the  control  of  capitalization  for 
which  the  Commission  should  receive  legislative  authority. 

But  even  if  the  securities  outstanding  are  not  adjusted  to  the 
earning  value,  the  property  accounts  should  nevertheless  be  re- 
written according  to  the  results  of  the  official  valuation.  The 
overcapitalization  would  in  most  cases  pertain  only  to  stock, 
seldom  to  bonds,  and  the  amount  could  be  shown  as  a  permanent 
discount.  In  many  cases  the  valuation  may  exceed  the  securities 
and  obligations  outstanding;  then  the  difference  might  be  shown 
as  a  permanent  capital  reserve.  But,  however  the  matter  be 
treated,  it  should  be  determined  definitely  and  consistently  with 
the  general  policy  of  regulation  established. 

ni 

The  third  fundamental  step  in  a  thoroughgoing  policy  of  regu- 
lation, after  an  official  method  of  valuation  has  been  established 
and  complete  provisions  are  made  for  keeping  track  of  the  valua- 
tion showing  the  returns  actually  realized,  is  to  provide  for  the 
proper  adjustments  of  the  returns,  so  as  to  cut  off  excesses  and 
to  make  up  deficiencies.  Two  alternative  methods  may  be  con- 
sidered: (1)  to  reduce  or  increase  transportation  rates  as  returns 
are  excessive  or  too  low;  and  (2)  to  permit  the  fixing  of  rates 
according  to  commercial  considerations,  limit  dividends  to  a  fair 
return  on  the  investment,  and  take  the  excess  profits  for  public 
purposes  in  the  form  of  special  franchise  taxes. 

While  no  definite  policy  has  been  established,  the  Interstate 
Commerce  Commission  has  been  following  as  best  it  could  the  first 
method,  attempting  to  control  the  return  on  investment  through 
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the  fixing  of  transportation  rates.  As  already  stated,  the  law 
has  required  that  rates  shall  be  reasonable,  and  the  return  on  the 
investment  has  become  the  fimdamental  basis  by  which  reasonable- 
ness is  judged.  Except  for  arbitrary  discriminations,  rates  have 
seldom  been  considered  unreasonable  per  se;  they  have  been  ren- 
dered unreasonable  through  excessive  earnings.  The  ideal  has 
been  to  fix  rates  at  cost,  including  in  cost  operating  expenses  and 
a  fair  return  on  investment. 

I  shall  not  attempt  to  discuss  at  length  the  theories  of  rate 
making,  for  I  should  be  considering  largely  economic  common- 
places. I  assume,  however,  that  economists  are  pretty  well  agreed 
that  the  cost  of  service  is  not  a  practical  method  of  railway  rate 
making,  and  to  the  extent  that  regulation  has  been  following  that 
method  it  has  been  wrongly  directed.  I  may  be  mistaken  in  my 
assumption  of  general  agreement ;  but  at  least  the  question  should 
be  carefully  considered  by  an  authoritative  body  whether  cost 
rates  are  feasible  and  whether  they  furnish  the  best  method  of 
controlling  the  return  on  investment. 

I  believe  that  the  only  practicable  general  basis  of  railway 
rates  is  value  of  service,  or  as  frequently  stated,  charging  what 
the  traffic  will  bear.  But  I  believe  also  that  investors  should  not 
get  the  benefit  of  excessive  returns  realized  through  such  rates. 
If  rates  are  fixed  according  to  what  business  conditions  permit, 
dividends  should  be  limited  to  a  fair  return  on  investment,  and 
the  excessive  earnings  should  be  taken  for  public  purposes  in  the 
form  of  special  franchise  taxes.  The  unreasonable  thing  is  not 
that  railroads  fix  rates  according  to  the  value  of  their  service  to 
the  public,  but  that  they  receive  excessive  profits  from  a  business 
which  has  a  recognized  public  character.  What  in  itself  is  there 
unreasonable  in  charging  what  the  traffic  will  bear?  It  means 
such  rates  as  will  develop  traffic  to  the  point  of  greatest  profitable- 
ness. Such  rates  cannot  be  arbitrary;  they  must  have  proper 
regard  for  the  commercial  development  of  the  communities  served 
by  the  railroads;  they  cannot  be  so  high  as  to  take  an  undue 
share  of  the  gross  profits  of  production. 

If  rates  are  fixed  according  to  commercial  considerations,  again 
what  grounds  are  there  for  objecting  to  the  rates  themselves, 
provided  that  there  are  no  arbitrary  discriminations  between 
shippers?  Is  not  the  value  of  the  service  the  basis  of  prices  or 
rates  in  all  non-regulated  production  ?  Is  there  even  clear  reason 
for  believing  that  if  railway  rates  are  less  than  what  the  traffic 
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will  bear,  at  least  as  to  freight,  the  final  consumers  of  commodities 
receive  the  benefit?  For  the  most  part  do  not  the  lower  rates 
merely  mean  a  readjustment  of  business  profits,  with  prices  of 
goods  to  ultimate  consumers  practically  unchanged?  It  must 
be  remembered  that  freight  rates  constitute  business  costs  and 
do  not  fall  directly  on  consumers.  For  the  most  part,  would  not 
charging  less  than  business  conditions  justify  simply  keep  ex- 
cessiye  profits  from  the  railroads  and  give  them  to  the  manufac- 
turers and  dealers?  But  why  give  the  latter  more  than  their 
services  are  worth?  Why  not  let  them  pay  for  the  full  value 
of  the  transportation,  and  then  take  the  excessive  railway  earn- 
ings for  public  uses?  If  we  keep  unreasonable  profits  from  the 
railway  investors,  do  we  not  prevent  the  fundamental  thing  which 
has  been  deemed  to  make  rates  unreasonable? 

I  hold  to  the  value-of-service  theory,  however,  not  because  I 
believe  that  it  represents  a  social  ideal  in  itself,  but  because  the 
cost  theory  is  unworkable.  While  most  economists  comprehend 
the  difficulties  well  enough,  many  have  nevertheless  declared  them- 
selves in  favor  of  cost  rates.  They  have  done  so  in  part  perhaps 
because  they  have  not  visualized  sufficiently  the  difficulties  or  im- 
possibilities involved,  but  chiefly  because  they  feel  strongly  the 
andesirability  of  leaving  to  the  investors  excessive  earnings  from 
a  public  enterprise.  I  thoroughly  agree  with  this  view,  but  why 
not  employ  a  workable  basis  of  rates  and  then  proceed  directly 
to  prevent  undue  profits? 

I  shall  not  attempt  to  discuss  at  length  the  objections  to  cost 
rate  making.  The  chief  difficulties  are:  (1)  There  is  no  definite 
or  even  approximately  definite  transportation  unit  on  the  basis  of 
which  cost  may  be  determined.  (2)  The  costs  are  largely  joint, 
80  that  they  cannot  be  directly  charged  to  specific  services.  (3)  To 
a  considerable  extent  the  costs  are  constant, — they  do  not  vary 
with  the  quantity  of  service.  And  (4)  closely  connected  with  the 
foregomg  is  the  financial  difficulty  that  at  uniform  cost  rates, 
whatever  transportation  unit  be  used,  in  most  cases  the  roads 
would  not  be  sufficiently  utilized  to  bring  the  necessary  return  on 
investment,  so  that  differential  rate  bases  are  inevitable  if  the  in- 
vestment is  to  be  self-supporting.  These,  of  course,  are  economic 
conunonplaces.  There  is  one  point,  however,  which  has  not  re- 
ceived extensive  consideration,  and  which  finally  renders  cost  rates 
impracticable.  It  is  well  known  that  railroads  are  so  inter- 
dependent that  changes  of  important  rates  on  one  line  will  necessi- 
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tate  corresponding  changes  on  other  lines.  Railway  rates  form 
a  vast  and  intricate  structure  upon  which  depends  the  economic 
equilibrium  of  large  industrial  areas.  No  railroad  can  be  treated 
independently,  with  its  rates  determined  according  to  its  own  cost 
factors.  Other  roads  must  be  considered,  whether  they  have 
higher  or  lower  costs,  and  even  if  they  do  not  come  into  immediate 
or  direct  competition.    How,  then,  can  cost  rates  be  maintained? 

To  illustrate  the  point,  suppose  we  take  two  roads  with  the 
same  termini,  or  which  reach  the  same  markets,  the  one  running 
through  rich  territory,  and  the  other  through  a  poor  region.  The 
first  naturally  has  low  costs  because  of  heavy  traffic,  and  the  sec- 
ond has  high  costs  because  of  light  traffic.  Both  have  the  same 
general  level  of  rates,  so  that  the  first  is  making  excessive  earn- 
ings, while  the  second  is  not  receiving  a  fair  return  on  investment. 
How  would  you  reduce  rates  on  the  one  and  raise  them  on  the 
other?  If  you  were  to  attempt  it,  would  you  not  upset  all  the 
industrial  relations  of  wide  areas,  established  by  far-reaching  com- 
petitive forces?  Suppose  you  lower  the  rates  on  the  prosperous 
road  and  reduce  its  earnings  to  a  reasonable  amount,  would  you 
not  inevitably  destroy  the  business  of  the  poorer  road?  The  lat- 
ter could  not  charge  relatively  higher  rates  than  its  better  located 
competitor,  whatever  the  permission  of  the  regulating  authority. 
If  you  let  the  poor  road  earn  a  fair  return,  you  would  have  to 
allow  the  other  excessive  returns;  but  if  you  restrict  the  latter 
to  a  fair  return,  you  would  confiscate  the  poorer  investment. 
What  would  you  do? 

This  is  the  chief  difficulty  that  the  Interstate  Commerce  Com- 
mission has  faced  the  past  four  years  in  every  important  petition 
for  increased  rates,  and  is  bound  to  face  until  the  fundamental 
facts  of  the  railroad  business  are  recognized  in  our  method  of 
regulation.  Operating  costs  have  been  increasing  rapidly.  The 
poorer  roads  have  been  working  under  tremendous  disadvantages, 
and  have  doubtless  deserved  higher  rates.  But  the  stronger  roads 
have  not  needed  relief;  their  excess  earnings  in  most  cases  have 
simply  been  diminished.  But  the  Commission  has  not  been  able 
to  grant  the  poorer  companies  the  increases  that  they  deserve 
without  adding  to  the  unearned  profits  of  the  others.  What  could 
the  Commission  do  but  to  compromise,  granting  some  advances 
but  disallowing  the  general  increases?  But  obviously  such  com- 
promise does  not  help  the  poorer  roads  as  much  as  they  deserve, 
and  adds  to  the  excessive  returns  of  the  others.     And,  as  in  the 
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present  emergency,  it  prevents  the  desirable  development  of  rail- 
way facilities. 

Why  should  not  freight  rates  have  advanced  in  recent  years 
somewhat  in  accordance  with  the  increase  in  other  prices?  With 
the  immense  profits  made  in  most  lines  of  industry,  what  special 
imposition  upon  business  would  there  have  been  if  some  of  the 
excessive  profits  had  been  absorbed  by  the  railroads,  provided  that 
undue  returns  had  not  been  allowed  to  railroad  investors?  If 
freight  rates  had  been  freely  fixed  according  to  business  conditions, 
the  poorer  roads  would  be  in  fair  financial  condition,  while  the 
others  would  have  contributed  their  excess  earnings  to  the  public 
revenues.  Would  not  this  have  been  a  thoroughly  reasonable 
situation?  The  inelasticity  of  freight  rates  doubtless  has  greatly 
restricted  railroad  developments,  has  prevented  many  investors 
from  getting  what  they  should  receive,  and  at  best,  by  keeping 
railroad  profits  down,  has  merely  added  to  the  excessive  profits 
of  other  industries. 

If  the  proposed  policy  had  been  in  force,  there  probably  would 
have  been  sharp  rate  increases  in  recent  years,  but  would  not  the 
consequences  have  been  desirable?  There  is  the  further  point  that 
sharp  increases  would  have  prevented  much  of  the  congestion  of 
traffic  when  the  railroad  facilities  have  been  needed  for  war  pur- 
poses. With  considerably  higher  rates,  transportation  would  have 
been  greatly  diminished,  and  the  railroads  would  have  been  re- 
served for  goods  whose  transportation  has  been  the  more  urgent. 
But  with  the  rapidly  increasing  prices  in  nearly  all  industries  and 
^ith  fixed  and  low  transportation  charges,  the  tremendous  pres- 
sure upon  the  railroads  became  inevitable.  Vast  quantities  of 
goods  have  been  transported  that  should  not  have  been  carried 
according  to  any  reasonable  national  policy,  and  now  shipments 
have  to  be  regulated  by  priority  determination  instead  of  auto- 
matically by  the  commercial  adjustment  of  rates. 

Why  not  fix  rates  freely  as  commercial  conditions  justify  or 
demand,  and  take  excess  profits  for  public  purposes?  I  do  not 
mean  that  the  Interstate  Commerce  Commission  should  give  up  its 
power  over  rates ;  it  should  prevent  arbitrary  discrimination  and 
should  cooperate  with  the  railroads  to  establish  throughout  the 
country  a  network  of  relatively  reasonable  rates.  But  if  we  wish 
to  restrict  the  return  on  investment,  is  not  the  way  proposed  much 
more  satisfactory  than  the  roundabout  method  of  cost  rate 
making? 
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IV 

In  conclusion,  it  seems  worth  while  briefly  to  consider  the  more 
important  criticisms  and  to  review  the  chief  advantages  of  the  en- 
tire scheme  of  regulation  that  has  been  proposed. 

Constitutionality. — The  first  criticism  to  be  considered  is  that 
the  plan  would  violate  the  Constitution  of  the  United  States.  The 
question  is  whether  it  would  be  possible  under  our  Constitution 
to  take  profits  from  a  company  that  were  realized  through  rates 
legally  authorized.  If  a  company  has  been  charging  rates  per- 
mitted by  law,  can  the  resulting  profits  in  excess  of  a  fair  return 
on  investment  be  taken  for  public  purposes?  Would  that  be  taking 
property  without  due  process  of  law? 

No  absolute  answer  can  be  made.  But  if  the  scheme  were 
moulded  into  a  clear  public  policy,  and  if  the  entire  procedure 
seemed  reasonable,  I  cannot  see  on  what  grounds  the  law  could 
be  declared  unconstitutional.  At  present  the  Interstate  Commerce 
Commission  is  expected  to  fix  rates  at  such  a  point  as  not  to  bring 
more  than  a  fair  return  on  investment,  and  there  is  no  question 
about  the  constitutionality  of  the  provision.  If,  then,  'the  return 
on  investment  can  be  restricted  indirectly  through  rates,  why  not 
directly  through  limitation  of  profits?  The  only  probable  con- 
stitutional danger  would  appear  in  determining  the  basis  of  valua- 
tion for  past  investment.  The  method  finally  adopted  would  have 
to  be  very  carefully  considered,  and  the  reasons  for  it  would  have 
to  be  very  clearly  stated.  To  avoid  the  danger,  even  if  a  rule 
very  liberal  to  investors  were  adopted,  the  definiteness  for  the  fu- 
ture would  probably  justify  the  liberality  and  the  additional  bur- 
den placed  upon  the  public.  The  proposal  really  amounts  to  a 
rigorous  excess-profits  tax  in  an  industry  with  a  recognized  public 
interest,  with  the  procedure  clearly  defined  by  legislation.  Is  the 
scheme  not  reasonable?  Is  it  not  desirable?  If  so,  is  it  not  con- 
stitutional? 

Guarantee  of  return  on  investment. — The  second  criticism  likely 
to  be  made  is  that  if  the  return  on  investment  is  limited  there 
should  be  a  guarantee  of  the  return,  so  that  railway  investors  may 
be  free  from  any  business  risks  connected  with  the  industry.  But 
why  does  it  necessarily  follow  that  if  a  return  is  limited  it  must 
be  guaranteed?  While  I  am  inclined  to  believe  that  the  risk  of 
earning  the  return  had  better  be  left  upon  the  investors,  that  is 
a  matter  of  specific  policy,  and  not  of  logical  necessity.  My 
preference  is  that,  except  as  to  arbitrary  discrimination,  the  rail- 
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roadfl  should  be  free  to  fix  rates  so  as  to  earn  the  full  stipulated 
return^  but  the  risk  of  being  able  to  earn  it  should  be  left  upon 
the  investors.  With  this  risk  clearly  defined  and  placed  upon 
investors,  the  railroad  managements  would  probably  select  more 
carefully  all  additions  and  improvements,  and  would  regard  more 
critically  the  costs  of  operation,  than  if  the  return  were  guaran- 
teed. What  would  there  be  imfair  or  unreasonable  in  the  plan, 
provided  the  investors  know  clearly  what  risks  they  are  taking 
when  they  place  their  capital  at  the  public  service? 

The  alternative  policy,  however,  of  guaranteeing  the  return, 
might  well  be  adopted,  although  it  does  not  necessarily  follow  the 
strict  limiting  of  returns.  It  would  have  to  be  considered  on  its 
own  merits ;  it  has  advantages  as  well  as  disadvantages.  It  would 
reasonably  involve  much  more  extensive  supervision  by  the  Inter- 
state Commerce  Commission  of  all  capital  additions  and  of  opera- 
tion than  has  been  so  far  attempted.  But  it  would  require  a  lower 
rate  of  return  on  investment.  With  the  guarantee,  capital  for 
the  future  could  probably  be  got  at  4  per  cent,  while  with  the 
risk  upon  investors  it  would  probably  average  6  to  8  per  cent. 
The  difference  in  rate  is  worth  considering  in  deciding  which  policy 
to  adopt,  but  the  policy  should  be  made  definite  by  legislative 
enactment  so  that  the  investors  may  know  what  risks  they  are 
taking. 

Difficvlty  in  getting  capital, — The  third  objection  is  that  with 
the  restricted  return  on  investment  it  would  be  difficult  to  get  the 
necessary  capital  for  desired  additions  and  improvement.  As  for 
the  past,  the  capital  is  fixed  and  cannot  be  removed;  we  have 
merely  the  question  of  treating  it  fairly.  For  the  future,  the 
ability  to  get  capital  will  depend  altogether  upon  the  risks  of  the 
business  and  upon  the  return  allowed.  One  of  the  chief  difficulties 
in  recent  years  has  been  the  uncertainty;  the  investors  have  not 
known  what  to  expect.  But,  if  we  make  the  risks  clear  and  defi- 
liitely  determine  the  restrictions,  why  should  we  not  get  all  the 
necessary  capital,  provided  we  are  willing  to  pay  a  high  enough 
return?  The  rate  of  return  would  have  to  be  determined  by  mar- 
ket conditions.  Whenever  investments  are  to  be  made  and  securi- 
ties sold  for  the  purpose,  the  purchasing  price  could  not  be  deter- 
mined by  the  Interstate  Commerce  Commission  or  Congress,  but 
would  depend  upon  the  market.  The  return  allowed  would  be  the 
rate  involved  in  the  issue  of  securities,  which  would  be  a  definite 
contractual  matter.    In  case  of  bonds,  the  situation  would  be  no 
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different  from  what  it  has  been  in  the  past ;  the  bondholders  would 
get  the  interest  definitely  stipulated  and  the  rate  of  return  would 
be  that  involved  in  the  issue  of  the  bonds.  For  capital  stock,  the 
best  plan  would  be  to  provide  a  fixed  dividend,  and  then  make  the 
issue  above  or  below  par  as  circumstances  demand.  The  stocks 
would  be  similar  to  present  preferred  stocks  or  junior  lien  bonds. 
The  rate  of  return  would  have  to  be  higher  than  for  bonds,  and 
in  most  cases  would  have  to  be  6  or  8  per  cent,  depending  upon 
the  risks  involved.  The  proper  question  in  any  case  for  the  Com- 
mission to  determine  would  be  whether  the  new  expenditures  would 
be  worth  the  costs  involved  in  the  issue  of  securities  to  provide 
the  funds.  If  the  expenditures  seemed  justified,  the  return  would 
then  be  a  contractual  matter.  The  obligation  of  the  public  would 
be  fixed  and  investors  would  know  what  to  expect.  Why  would 
not  this  plan  make  available  all  the  capital  needed  for  justifiable 
railway  purposes? 

Difficulty  in  establishing  a  fair  method  of  valuation. — ^The 
fourth  objection  is  that  while  in  general  the  proposed  scheme  may 
be  desirable,  at  the  present  time  a  fair  valuation  policy  applicable 
to  past  investments  could  probably  not  be  established;  the  cost 
of  reproduction  method  would  probably  be  selected,  which  would 
capitalize  permanently  against  the  public  not  only  present  high 
prices  of  materials  and  labor  but  more  especially  the  unearned 
land  values  amounting  to  perhaps  two  billion  dollars, — and  the 
method  would  then  be  inevitably  imposed  upon  all  public  utilities. 
The  feeling  is  that  if  present  methods  are  permitted  to  continue 
for  ten  or  fifteen  years  longer,  prices  may  return  to  a  much  lower 
level,  legislative  and  judicial  opinion  will  probably  shift  to  a 
much  more  favorable  public  view,  and  the  continued  uncertainty 
will  thus  be  more  than  compensated  by  the  more  reasonable 
method  of  valuation  that  ultimately  will  be  established.  This 
view  involves  a  prophecy  of  future  prices,  the  interpretation  of 
distant  public  opinion,  and  the  balancing  of  the  public  gains  and 
losses  of  alternative  policies;  and,  of  course,  it  cannot  be  con- 
clusively refuted  or  established.  But  why  may  we  not  expect  a 
reasonably  fair  method  of  valuation  now,  if  the  matters  in  ques- 
tion are  carefully  studied  and  reported  to  Congress.'*  If  definite 
legislation  is  not  provided,  judicial  dependence  will  continue,  and 
where  in  recent  decisions  is  there  any  clear  indication  that  fairer 
public  results  may  ultimately  be  expected  than  through  present 
congressional  action?    And,  finally,  can  we  not  afford  to  be  mod- 
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erately  liberal  to  the  railroads  for  the  sake  of  definite  regulation 
in  the  future? 

Unfairness  of  a  single  method  of  valuation. — ^The  fifth  objection 
is  that  any  single  method  of  valuation  universally  applied  to  past 
investment  would  be  imjust  in  many  individual  eases.  The  view 
is  that,  for  a  fair  valuation,  the  special  circumstances  of  each 
particular  case  must  be  carefully  considered.  Undoubtedly  justice 
to  investors  must  be  one  of  the  chief  considerations  in  determining 
a  method  of  valuation,  but  narrow  regard  for  individual  justice 
must  not  override  the  requisites  of  desirable  national  policy. 
True,  many  investors  would  lose  some  immediate  present  value 
while  others  would  gain,  but  on  the  whole  substantial  justice  will 
be  maintained  if  the  methods  adopted  are  reasonable.  But,  in 
turn,  let  me  ask,  does  present  rate  procedure  have  due  regard  for 
all  the  circumstances  of  a  case?  Is  not  the  chief  effort  in  every 
case  to  make  a  valuation  which  will  be  approved  by  the  courts? 
Are  not  the  latter  supposed  to  have  a  single  fundamental  view  of 
value  to  which  all  individual  cases  should  conform?  Further,  is 
it  really  feasible  to  base  the  valuation  upon  the  special  circum- 
stances? To  the  extent  that  this  may  be  attempted,  do  not  past 
decisions  indicate  that  additions  will  be  allowed  for  unfavorable 
circumstances  but  no  deductions  for  favorable  conditions?  Finally, 
however,  is  not  a  clearly  defined  future  right  of  more  importance  to 
investors  than  the  sacrifice  of  a  possible  present  undefined  right? 

Restriction  upon  efficiency. — The  sixth  objection  is  that  limit- 
ing the  return  on  investment  would  restrict  progressive  operating 
efficiency  of  the  railroads.  This  deserves  very  serious  considera- 
tion, much  more  than  is  possible  at  this  time.  It  is  the  crucial 
question  in  the  determination  of  any  regulatory  policy  or  in  the 
adoption  of  government  ownership  and  operation  of  railroads. 
But  it  probably  applies  no  less  to  present  methods  of  regulation 
than  to  the  proposed  plan,  and  the  latter  at  least  will  achieve  the 
fundamental  purpose  of  regulation — the  control  of  return  on  in- 
vestment. To  give  up  regulation  is  out  of  the  question,  and  would 
not  definiteness  of  procedure  justify  considerable  loss  of  operating 
efficiency? 

But  would  there  be  a  loss  ?  My  feeling  is  that  while  there  might 
be  losses  in  some  directions,  with  the  greater  certainty,  with  the 
greater  cooperation  established  between  the  Commission  and  the 
railroads,  and  with  the  greater  emphasis  placed  upon  the  national 
significance  of  our  railway  system,  there  would  be  a  great  gain  in 
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net  efficiency.  Further,  I  doubt  very  much  whether,  in  any  great 
modem  business  organization,  profits  are  really  the  prime  incentive 
to  progressive  efficiency.  These  are  all-important  questions  of 
fact  which  should  be  thoroughly  studied  in  connection  with  any 
comprehensive  railway  policy  that  may  be  determined.  But,  un- 
fortunately, they  are  facts  especially  subject  to  prejudiced  inter- 
pretation. 

TA^  diffictdty  of  determining  the  exact  returns, — ^The  final  ob- 
jection that  can  be  considered  at  the  present  time  is  the  difficulty 
or  impossibility  of  determining  the  exact  returns  realized  by  a 
company.  Whether  particular  charges  should  be  made  to  capital, 
to  operating  expenses,  or  to  a  special  reserve  or  surplus,  must 
frequently  be  determined  arbitrarily.  Expenses  may  therefore  be 
unduly  inflated  or  understated,  so  that  the  net  return  would  be 
inaccurately  reported.  This,  of  course,  is  true,  but  it  would  not 
destroy  the  definiteness  of  the  plan  outlined.  Honest  accounting 
would  have  to  be  assumed  as  in  the  past,  and  the  Interstate  Com- 
merce Commission  should  have  control  of  the  accounting  methods 
so  as  to  prevent  unreasonable  practices.  Proper  repairs  and  de- 
preciation should  be  included  in  operating  expenses,  and  the  Com- 
mission should  keep  close  enough  contact  with  the  operation  to 
know  whether  the  charges  are  reasonable  or  not. 

But  suppose  that  either  excessive  or  deficient  charges  have  been 
made,  what  possible  gain  could  a  company  obtain  for  the  investors  ? 
The  interest  and  dividend  payments  would  be  fixed,  whether  the 
net  returns  are  over  or  understated,  so  that  there  would  be  no 
object  in  deliberate  falsification.  But  if  for  a  time  the  repairs 
and  depreciation  allowance  happened  to  be  somewhat  excessive, 
it  would  not  be  a  serious  matter;  the  public  would  be  building  up 
the  property,  but  the  investors  would  derive  no  unearned  benefit. 
Likewise  if  the  charges  were  inadequate  for  a  time,  the  results 
would  not  be  grievous,  for  the  investors  would  get  no  advantage 
from  the  overstated  profits.  The  determination  of  proper  charges 
WQuld  be  a  matter  of  reasonable  apportionment  of  costs  between 
present  and  future  operations.  If  the  charges  proved  inadequate, 
they  could  subsequently  be  increased,  or  if  they  appeared  ex- 
cessive, they  could  be  readily  diminished.  Since  there  would  be 
no  purpose  in  falsification,  there  would  be  no  special  danger  in 
the  inevitable  accounting  inaccuracies.  But  the  Commission  would 
be  free  from  its  present  impossible  duties  and  would  have  more 
time  to  keep  track  of  the  particular  operating  and  accounting 
policies  and  to  require  changes  whenever  they  seemed  desirable^ 
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Advantages. — ^Finally,  let  me  summarize  briefly  the  adyantages 
of  the  proposed  phut:   (1)  The  confusion  that  has  attended  rail- 
way investments  would  be  cleared  up;  investors  would  know  ex- 
actly the  terms  on  which  their  property  is  used  for  public  pur- 
poses, and  the  obligations  of  the  public  would  be  clearly  fixed. 
(2)  If  the  purpose  of  regulation  is  to  limit  the  return  on  invest- 
ment, the  purpose  would  be  practically  achieved,  subject  to  auto- 
matic accounting  control.    (S)  The  Interstate  Commerce  Com- 
mission would  be  relieved  of  the  tremendously  burdensome  task 
which,  in  the  nature  of  the  railway  business,  it  is  not  capable  of 
performing,  i.e.,  fixing  rates  according  to  cost;  and  it  would  be 
free  to  devote  its  energies  to  matters  where  it  can  bring  about 
permanently  useful  results.    (4)  While  every  railroad  would  have 
a  free  opportunity  to  earn  the  return  that  the  investors  are  en- 
titled to  receive,  the  favorably  located  properties  would  provide 
large  revenues  for  public  purposes.    This  would  be  a  form  of  in- 
direct tax,  but  one  that  would  place  the  minimum  burdens  upon 
business,  would  bring  large  revenue,  and  would  be  easily  collectible. 
But  if  the  proposed  plan  is  not  adopted  in  its  essentials,  what 
alternative  policy  may  reasonably  be  considered?     Shall  we  con- 
tinue with  the  present  undefined  procedures?    If  so,  what  use  can 
finally  be  made  of  the  valuation  figures?     Will  they  be  worth  a 
cost  of  $75,000,000?     Has  the  time  not  come  when  we  should 
adopt  a  railway  policy  constructed  along  lines  of  national  require- 
ments?   If  not  the  policy  here  outlined,  what  practical  and  reason- 
able alternative  should  we  accept? 
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£.  W.  Bemis. — The  burden  of  Professor  Bauer's  paper  is  that  a  final 
value  should  be  placed  upon  the  railroad  property  of  the  United  States 
as  a  foundation  for  taxation^  regulation^  issuance  of  securities,  public 
purchase,  or  other  public  purposes,  and  he  criticises  the  Railroad 
Valuation  Act  approved  March  1,  1913,  because  of  its  failure  to  call 
for  such  a  single  or  final  value. 

It  would  indeed  be  desirable  to  have  such  a  final  value  if  it  could  be 
obtained  without  too  great  a  sacrifice  at  this  time  of  the  public  inter- 
ests, and  if  such  a  final  valuation  when  obtained  could  be  equally 
applicable  for  all  the  above  named  purposes.  Unfortunately,  how- 
ever, none  of  these  conditions  is  present  today.  There  is  the  widest 
diversity  of  opinion  as  to  the  weight  to  be  given  to  the  history  of  the 
investment,  the  cost  of  the  property  now  in  use,  the  depreciation  of  the 
same,  the  extent  to  which  it  was  paid  for  out  of  surplus  earnings  or 
depreciation  reserve  or  maintenance  charges,  and  the  cost  of  repro- 
ducing the  property  less  accrued  depreciation  of  the  same.  There  is 
even  great  difference  of  opinion  as  to  whether  the  original  cost  of  the 
property  now  in  use  should  be  estimated  where  the  records  are  not 
clear  but  where  data  can  be  obtained  from  the  cost  of  similar  prop- 
erties in  the  neighborhood  built  at  about  the  same  time.  Sharp  dif- 
ferences also  exist  as  to  whether  the  reproduction  cost  of  the  land 
should  be  the  cost  of  acquiring  the  same  today  or  the  value  of  adjoin- 
ing lands,  as  set  forth  in  the  Minnesota  Rate  Case.  A  new  element  of 
doubt  has  been  thrown  into  the  whole  matter  by  the  forcible  presenta- 
tion before  the  Interstate  Commerce  Commission  of  the  legal  argument 
by  an  able  Chicago  lawyer  representing  the  Railroad  Brotherhoods, 
that  under  the  charters  of  most  of  our  roads  and  the  constitutions  or 
common  law  of  most  of  our  states  the  railroads  have  no  right  to  earn 
on  more  than  the  cost  to  the  original  investors.  All  unearned  incre- 
ments, it  is  contended,  represent  the  public  interest  and  are  not  a  basis 
for  determining  rates  or  the  price  to  be  paid  in  case  of  public  con- 
demnation and  purchase.  Furthermore,  it  is  clear  that  different  prin- 
ciples apply  in  the  valuation  of  property  for  purposes  of  taxation,  and 
possibly  of  purchase,  from  those  that  apply  in  case  of  rate  regulation. 
Under  all  these  circumstances  the  most  practicable  thing  to  do  in  the 
present  railroad  valuation  work  is  to  carry  out  the  purpose  of  the  act 
and  set  up  these  various  elements,  such  as  investment  history,  the 
original  cost,  reproduction  cost  and  the  depreciation  of  each;  and 
then  with  the  significance  of  the  various  theories  of  valuation  clearly 
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before  our  coznmissions  and  courts^  the  determination  of  a  final  valae 
can  be  ultimately  reached. 

The  difficulties  are  so  great  in  even  working  out  these  essentials — to 
each  of  which  some  weight  at  least  must  be  given  in  any  final  valua- 
tion— ^that  it  is  clear  that  if  the  act  had  required  a  final  valuation  at 
the  present  time  it  would  have  been  impossible  to  have  carried  it  out. 
In  addition  to  the  above  reasons^  another  powerfully  affected  the 
writer  in  using  such  influence  as  he  had  with  the  Senate  Committee  on 
Interstate  Commerce  in  January  and  February^  1<913^  in  shaping  the 
act  so  as  to  prevent  a  final  valuation  at  present.  This  reason  was  the 
certainty  that  a  final  valuation  fixed  as  an  academic  or  court  procedure 
when  no  rate  case  was  before  the  Interstate  Commerce  Commission 
would  result  in  the  failure  of  shipping  organizations  and  the  public 
generally  to  represent  the  public  interests  as  vigorously  as  the  rail- 
roads— ^always  alert — ^would  represent  the  private  interests.  The 
hearings  of  the  last  three  years  in  Washington  before  the  Commission 
have  completely  proved  this  contention ;  the  public  interests  have  only 
been  represented  before  the  Commission  by  a  few  men^  rarely  exceed- 
ing half  a  dozen^  and  with  expenditure  of  less  than  $20^000  a  year^ 
while  the  private  interest  of  the  railroad  companies  has  been  repre- 
sented by  several  times  as  many  men  and  very  many  times  as  much 
money. 

After  the  valuation  work  has  been  completed  along  the  present  lines^ 
at  an  expenditure  of  perhaps  $25^000^000  or  $30,000,000^  the  results 
taken  in  connection  with  the  work  called  for  by  the  Valuation  Act  in 
keeping  the  valuation  up  to  date  will  enable  a  final  value  to  be  quickly 
determined  according  to  the  purpose  of  the  valuation  and  the  theoreti- 
cal views  at  that  time  entertained  by  the  valuing  body.  Meantime,  if 
the  government  takes  over  the  roads,  the  work  now  half  finished  and 
going  forward  rapidly  will  be  invaluable  in  assisting  in  the  determina- 
tion of  the  price  the  government  will  pay  in  the  final  adjustment.  In 
short,  Professor  Bauer  has  in  the  main  laid  down  excellent  suggestions 
for  ultimate  use,  although  I  do  not  agree  with  all  of  them,  but  has 
underestimated  the  dangers  of  loading  down  our  present  railroad  valu- 
ation work  with  the  determination  of  a  final  value.  With  every  year's 
postponement  of  that  determination,  public  opinion  is  becoming  edu- 
cated and  the  chance  of  protecting  the  public  interest  is  becoming  cor- 
respondingly greater.  The  final  valuation,  determined  after  the  present 
railroad  valuation  is  concluded,  will  be  a  very  different  and,  it  is  be- 
lieved, much  lower  figure  than  would  have  been  fixed  had  the  final 
valuation  been  written  into  the  act  and  taken  up  four  years  ago.  The 
reproduction  theory  is  now  losing  ground  and  studies  of  investment  and 


1S6  American  Economic  Asaociaiion 

original  cost  are  daily  assuming  greater  importance  in  the  public  mind 
— and  justly  so. 

Thomas  W.  Hulme. — The  speaker  does  not  confine  himself  solely 
to  the  relation  of  valuation  to  the  question  of  a  national  policy  of  rail- 
way control^  as  he  evidently  deems  it  essential  for  the  purpose  of  fully 
presenting  his  views  to  enter  into  a  discussion  of  collateral  questions. 
I  purpose^  however,  to  utilize  the  limited  time  available  by  confining^ 
my  remarks  solely  to  the  question  of  the  relationship  of  the  federal 
valuation  to  a  national  policy  of  railway  control. 

Professor  Bauer  reaches  the  conclusion  that  federal  valuations  should 
determine  the  amount  upon  which  each  carrier  shall  have  the  right  to 
earn  a  return.  It  is  not  necessary  to  here  discuss  whether  the  Valuation 
Act  of  March  1,  1913,  provides  for  a  valuation  for  rate  making  or  for  a 
true  value  as  generally  understood  at  the  time  of  the  passage  of  the  act^ 
but  rather  whether  the  ascertainment  of  a  rate  base  or  the  ascertainment 
of  the  true  value  would  be  more  helpful  in  the  determination  of  a  na- 
tional policy  with  reference  to  railway  control. 

I  hold  the  view  that,  while  information  for  the  judgment  of  rates 
is  of  great  importance,  it  is  not  the  sole  or  only  element  in  the  determ- 
ination of  a  national  railway  policy.  Service  is  of  primary  importance. 
For  some  time  it  has  been  evident  that  in  the  eastern  section  of  the 
country  the  railroad  plant  is  not  equal  to  the  demands  upon  it.  It 
must,  therefore,  be  enlarged,  and  the  most  important  thing  in  the  de- 
termination of  a  national  policy  with  reference  to  the  railroads  rests 
upon  the  ascertainment  of  the  best  means  of  providing  capital  not  only 
now,  but  in  the  future,  with  which  to  meet  these  requirements.  The 
regulation  of  railroads  has  for  so  many  years  been  in  the  direction  of  re- 
duction of  rates  that  capital  has  for  some  time  been  difficult  to  obtain  to 
provide  additional  facilities.  In  this  connection  the  Hadley  Commis- 
sion was  created  some  years  ago  to  investigate  and  make  a  report  upon 
the  regulation  of  railway  capital  issues.  It  recommended  that  Con- 
gress should  not  attempt  to  assume  control  thereof  until  an  investigation 
had  been  made  as  to  the  financial  history  of  the  railroad  companies  and 
a  valuation  made  of  their  properties.  The  wisdom  of  this  I'cport  was 
so  generally  recognized  that  it  was  the  most  influential  factor  in  bring- 
ing about  the  passage  of  the  Valuation  Act,  which  directs  that  there 
should  be  ascertained  for  the  information  of  Congress  not  only  the 
Original  Cost,  the  Cost  of  Reproduction,  and  the  Cost  of  Reproduction 
less  Depreciation,  but  also  all  other  Values  and  Elements  of  Value. 
In  order  that  Congress  may  also  be  fully  informed  as  to  the  financial 
history  of  the  railroad  companies,  the  report  should  show  the  amount 
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of  all  capital  issues^  the  disposition  of  all  earnings^  and  the  amount  of 
property  received  through  aids^  gifts^  grants  or  donations.  Congress 
thus  specifically  indicated  that  it  desired  all  information. 

It  does  not  seem  reasonable  that  Congress  should  have  taken  the 
Hadley  report  as  a  reason  for  legislation  and  have  directed  so  great  an 
expenditure  of  time  and  money  without  intending  that  all  essential 
information  should  be  obtained ;  nor  does  it  seem  reasonable  to  those  fa- 
miliar with  the  proceedings  of  a  legislative  body  that  Congress  ex- 
pected that  a  great  mass  of  undigested  information  would  be  sent 
to  it  without  the  drawing  therefrom  of  specific  findings  which  would 
indicate  the  relationship  of  value  to  capitid  issues,  to  the  generally 
discussed  question  of  government  ownership,  and  other  pertinent 
questions. 

Are  not  those  relationships  essential  in  determining  a  national  policy? 
For  at  least  two  years  following  the  passage  of  the  Valuation  Act  it 
was  generally  understood  that  it  required  the  finding  of  value.  While 
the  National  Association  of  Railway  Commissioners  opposed  such  find- 
ings and  the  Bureau  of  Valuation  proceeded  only  so  far  as  to  prepare 
inventories,  it  was  not  until  the  solicitoi  of  the  Bureau  of  Valuation, 
on  December  12,  1917,  at  a  hearing  before  the  Interstate  Commerce 
Commission,  stated  that  the  investigations  were  being  made  to  ascer- 
tain facts  which  would  be  serviceable  in  rate  making,  that  an  authorita- 
tive statement  was  made  as  to  the  underlying  basis  of  the  federal  valua- 
tion work.  Such  an  investigation  excludes  something.  The  extent  of 
the  exclusion  depends  upon  what  is  fair  in  the  minds  of  those  who  are 
determining  the  rate  base.  Such  a  report  will  show  what  is  included, 
but  it  will  not  show  what  is  excluded.  It  is,  therefore,  pertinent  to  in- 
quire as  to  what  is  considered  fair  by  those  who  advocate  the  rate  base. 

Director  Prouty  contends  that  value  for  rate  making  is  an  adminis- 
trative matter,  falling  within  the  principle  of  the  line  of  decisions  which 
hold  that,  where  the  determination  of  a  fact  is  essential  to  the  exercise 
of  an  executive  or  an  administrative  duty,  the  correctness  of  that  con- 
clusion cannot  be  questioned  by  the  courts.  He  did  not  contend  that 
legal  errors  should  not  be  corrected  by  the  courts,  but  he  did  contend 
that  the  review  of  the  situation  should  not  be  to  determine  whether  the 
rate  was  a  reasonable  one,  but  rather  whether  it  so  far  passes  the  limits 
of  just  regulation  as  to  destroy  the  property  of  the  utility. 

More  recently  the  Director  has  stated  that  a  rate  base  is  not  ex- 
change value,  but  is  "that  sum  upon  which  under  all  the  circumstances, 
upon  a  fair  consideration  of  all  the  facts  and  elements  to  be  taken  into 
account,  a  fair  return  should  be  permitted." 

I  know  that  there  is  a  very  clear  distinction  in  his  mind  between  true 
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value  and  his  proposed  rate  base.  True  valup  not  only  takes  into  con- 
sideration cost  and  the  condition  of  the  physical  elements^  but  also  the 
benefits  arising  from  the  use  thereof.  In  any  appropriation  of  prop- 
erty the  taker  must  pay  for  the  benefits  of  the  use  as  well  as  the 
property.  If  our  government  contemplates  the  taking  of  railroad 
properties  it  must  pay  for  them  on  such  a  basis.  For  years  railroad 
properties  have  been  bought  and  sold  upon  such  a  basis^  and  security 
issues  have  been  made  which  have  been  widely  distributed ;  and  anyone 
who  feels  that  such  a  condition  can  be  ignored  without  a  departure  from 
justice  resulting  in  the  greatest  economical  disturbance^  need  only  read 
the  report  of  the  Hadley  Commission  to  be  convinced  to  the  contrary. 

As  the  Bureau  of  Valuation  is  not  undertaking  to  determine  value, 
it  is  pertinent  to  inquire  to  what  extent  the  conduct  of  this  work  falls 
short  of  what  should  be  done  to  enable  the  federal  valuation  work  to 
be  of  full  service  in  the  determination  of  a  national  policy.  In  other 
words,  what  are  they  failing  to  include  in  their  report?  They  know 
that  even  for  rate  making  an  inventory  of  the  **bare  bones"  of  the 
property  is  not  sufficient.  They  know  that  a  value  for  going-concern 
must  be  included.  Most  of  the  decisions  of  our  courts  have  been  in 
rate-making  cases  and  clearly  require  such  a  finding.  It  is  not  con- 
tended that  going-concern  value  is  necessarily  the  equivalent  of  a  true 
value  which  includes  the  full  value  of  the  business.  Judge  Prouty 
clearly  indicated,  some  years  ago,  in  a  speech  in  this  building,  his  un- 
derstanding of  these  facts. 

It  is  my  contention  that  the  federal  valuation  work  should  include 
the  finding  of  true  value;  that  the  report  should  include  the  elements 
that  represent  value,  so  that  any  use  thereof  may  be  made  which  may 
be  proper. 

I  doubt  whether  there  would  be  so  much  contention  over  the  princi- 
ples in  the  valuation  work  if  it  were  not  that  the  carriers  of  this  coun- 
try are  contending  for  the  ascertainment  of  the  true  value  of  their 
properties,  whereas  the  Bureau  of  Valuation  is  conducting  its  work 
from  a  rate-making  standpoint.  If  the  carriers'  attitude  be  sustained, 
all  information  required  for  any  purpose  will  be  available;  if  the  atti- 
tude of  the  Bureau  of  Valuation  be  approved,  there  will  only  be  avail- 
able the  figures  which  in  the  judgment  of  those  now  doing  the  work 
will  be  serviceable  in  a  rate  case.  Can  anyone  doubt  which  will  be  the 
most  helpful  in  the  establishment  of  a  proper  policy  of  national  rail- 
way control? 

Ralph  £.  Heilman. — Professor  Bauer's  constructive  proposal  re- 
garding valuation  seems  to  me  to  be  eminently  sound,  just,  and  practi- 


Federal  Valtiation  of  Railroads — Discussion  189 

cable.  But  I  do  not  feel  that  the  same  can  be  said  for  his  proposal 
regarding  rate  making. 

If  the  valuation  now  being  conducted  by  the  Interstate  Commerce 
Conunission^  or  any  other  valuation^  is  to  be  used  to  fix  once  for  all 
the  rate-making  value  of  past  investments,  presumably  reproductive 
or  replacement  value  should  be  given  the  major  importance.  This  is 
more  in  harmony  with  the  prevailing  legal  standards ;  it  would  recog- 
nize the  expectations  of  investors,  and,  further,  it  is  necessitated  in 
many  cases  by  the  lack  of  any  reliable  data  as  to  what  the  installation 
cost  actually  was. 

But  while  justice  and  expediency  may  unite  in  requiring  such  treat- 
ment for  past  investments,  the  same  is  not  true  of  future  investments. 
The  program  of  fixing  the  value  of  past  investments  largely  upon  a 
basis  of  replacement  cost,  and  of  future  investments  upon  actual  cost, 
is  not  in  any  sense  inconsistent  with  itself.  Such  a  program  would 
merely  recognize  the  mistakes  of  the  past,  for  which  the  public  is 
partially  responsible,  would  provide  against  their  recurrence,  and 
would  definitely  settle  the  problem  of  valuation.  Such  a  plan,  in  sub- 
stance, has  now  been  in  operation  with  the  street  railways  of  Chicago 
since  1907. 

Among  possible  objections  to  such  a  plan,  it  is  suggested  that  its 
application  to  the  railroads  might  mean  that  the  same  method  would 
be  imposed  upon  all  other  utilities.  This,  instead  of  constituting  an 
objection,  is  a  further  consideration  in  its  favor.  The  various  state 
public  utility  and  public  service  commissions,  under  the  power  given  to 
them  to  prescribe  uniform  accounting  systems,  are  now  building  up  a 
large  and  growing  body  of  data  and  information  regarding  the  actual 
costs  of  all  property  constructed  in  recent  years,  particularly  since 
1907.  It  is  certainly  undesirable  that  these  regulating  bodies  should 
continue,  throughout  the  future,  to  use  reproductive  cost  for  those  por- 
tions of  the  properties  constructed  since  the  establishment  of  commis- 
sion control  over  accounts,  and  of  which  actual  costs  are  definitely 
known.  Certainly  there  is  no  justification  for  valuation  by  conjecture 
and  supposition  when  the  facts  are  accurately  known  or  ascertainable. 

But  the  method  in  which  the  author  proposes  to  use  this  valuation, 
namely,  by  a  strict  limitation  upon  profits,  is  one  which  would  greatly 
impair  operating  efficiency.  With  earnings  absolutely  limited  at  a  fixed 
point,  what  inducement  would  there  be  to  experimentation,  increased 
efficiency,  reducing  the  costs  of  operation,  or  economies  in  management? 

Whatever  may  be  said  regarding  the  defects  of  our  present  system 
of  regulating  utility  rates,  it  does  have  the  virtue  of  inducing  and  re- 
warding efficiency.    Specific  rates  are  set  at  a  given  point — estimated 
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to  produce  a  certain  return.  If^  while  such  rates  are  in  effect^  the 
company  can  by  increased  efficiency  lower  its  costs  of  operation^  it 
profits  by  that  fact  until  rates  are  again  lowered^  which  may  be  for  a 
considerable  period.  It  might  be  better  if  we  were  frankly  and  openly 
to  recognize  the  necessity  of  inducing  and  rewarding  efficiency^  by  some 
system  of  bonus^  or  otherwise.  Such  a  recognition  is  contained  in  the 
Chicago  street  railway  plan^  under  which  the  companies  obtain  a  5 
per  cent  return  upon  their  capital  account^  plus  45  per  cent  of  the 
excess  earnings^  the  other  55  per  cent  going  to  the  city. 

At  some  points  in  his  paper  Professor  Bauer  recognizes  the  neces- 
sity for  some  such  inducement^  although  he  does  not  state  how  it  is  to 
be  provided>  nor  how  it  is  to  be  fitted  in  with  a  plan  which  rigidly 
limits  earnings.  But  until  we  have  devised  some  other  plan  of  induc- 
ing and  rewarding  efficiency^  it  would  be  unwise  to  abandon  the  present 
system^  and  to  introduce  in  its  stead  a  plan^  not  of  regulating  rates^ 
but  of  fixing  profits — a  plan  which  would  inevitably  lead  to  slackness^ 
inefficiency  of  operation^  and  lack  of  progress. 

John  R.  Commons. — It  should  be  remembered  that  Congress  in  di- 
recting the  vahie  work  to  be  done  by  the  Interstate  Commerce  Com- 
mission did  not  before  have  any  actual  valuation  of  any  particular 
road  or  system.  The  Interstate  Commerce  Comission^  to  ascertain 
the  various  elements  which  are  under  dispute  in  making  up  the  final 
valuation^  then  directed  Congress  to  keep  these  valuations  up  to  date^ 
so  that  when  an  actual  case  arose  before  the  Commission  the  valuation 
could  promptly  be  made  for  the  purpose  of  that  case.  Had  Congress 
directed  the  Commission  to  establish  final  valuation  prior  to  the  case 
upon  which  it  was  making  the  decision^  the  valuation  would  have  been 
merely  that  of  a  moot  case  and  would  have  had  no  legal  standing. 

John  A.  Rtan. — I  should  like  to  ask  two  questions.  Since  the 
Supreme  Court  has  not  always  included  precisely  the  same  elements 
in  its  definitions  or  standards  of  fair  value^  is  it  not  probable  that  a 
formal  declaration  by  Congress^  enacting  its  own  conception  of  fair 
value  into  law^  would  be  accorded  a  considerable  amount  of  authority 
by  the  court?  Therefore^  it  seems  to  me  that  Professor  Bauer  is  right 
in  contending  for  such  a  legislative  declaration  and  definition.  My  sec- 
ond question  is  this:  If  the  railroads  should  at  the  close  of  the  war  be 
purchased  by  the  government  for  the  capitalized  value  of  the  annual 
rental  paid  to  their  owners  during  the  war^  would  not  all  the  expendi- 
ture for  valuation  have  been  in  vain  ? 
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Iteration,  reiteration,  and  rereiteration  have  made  every  Amer- 
ican schoolboy  familiar  with  the  thought  that  the  present  war 
is  not  a  contest  of  armies  merely  but  a  contest  of  the  whole  com- 
plex of  industries  essential  to  the  maintenance  of  efficient  armies 
in  the  field.  If  the  Allies  are  to  beat  the  Central  powers,  they 
must  beat  them  in  the  production  of  food,  of  munitions,  and  of 
aeroplanes ;  and  they  must  add  to  their  equipment  ships  and  ever 
more  ships  to  transport  these  essential  supplies  safely  past  lurking 
submarines  to  the  distant  battlefields.  This  means,  if  it  means 
anything,  that  the  mustering  of  an  industrial  army  is  quite  as 
essential  a  part  of  our  war  program  as  the  mustering  of  an  efficient 
military  army. 

With  these  facts  universally  conceded,  why  has  the  problem 
of  supplying  our  war  industries  with  the  hosts  of  workers  they 
require  thus  far  received  so  little  attention  in  Washington?  One 
reason  for  this  stands  out  prominently.  While  it  was  recognized 
from  the  outset  that  it  was  the  government's  business  to  muster 
the  army,  the  task  of  directing  the  industries  necessary  to  equip 
the  army  has  thus  far  been  left  largely  to  private  business  men 
spurred  on  by  the  expectation  of  making  profits  out  of  war  con- 
tracts. Looking  chiefly  to  private  employers  to  supply  the  war 
needs,  the  government's  first  inclination  has  been  to  leave  it  to 
them  to  devise  ways  and  means  of  securing  workers  for  their 
shops  and  factories.  Up  to  the  comparatively  recent  past,  private 
employers  have  seemed  to  justify  the  confidence  that  has  been 
reposed  in  them.  They  have  built  cantonments  for  the  soldiers, 
have  built  and  equipped  new  factories  and  shipyards,  and  .through 
private  employment  bureaus  or  agents  employed  by  themselves 
have  drawn  thousands  and  hundreds  of  thousands  of  workers  into 
the  war  industries.  To  this  accomplishment  the  government  has 
of  course  contributed  something.  Agents  of  the  fedcfral  employ- 
ment service  and  of  the  state  and  municipal  public  employment 
bureaus  have  helped  to  supply  workers.  In  this  service  they  have 
been  aided  by  the  state  councils  of  defense,  especially  in  connection 
with  plans  for  supplying  farm  workers  to  swell  our  national  food 
production. 
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While  numerous  and  important,  these  governmental  contribu- 
tions to  the  mustering  of  the  needed  industrial  army  have  lacked 
coordination  and  unified  purpose.  We  have  drifted  rather  than 
planned,  and  have  been  able  to  do  so  because  only  recently  has 
what  was  from  the  first  a  theoretical  need  become  a  pressing, 
practical  need. 

At  the  present  moment  we  need  vitally  a  carefully  coordinated 
plan  for  securing  for  our  war  industries  the  hundreds  of  thousands 
of  skilled  and  unskilled  workers  they  require  for  two  reasons: 
first,  for  lack  of  such  a  plan  in  efficient  operation,  the  industrial 
side  of  our  war  program  is  not  going  forward  as  it  should;  sec- 
ond, private  employers,  in  their  efforts  to  meet  their  own  require- 
ments, are  beginning  to  steal  employees  from  other  employers, 
causing  demoralization  and  loss  in  efficiency  to  the  whole  industrial 
organization. 

Naturally  the  men  who  are  in  responsible  relation  to  the  labor- 
supply  situation,  the  officials  of  the  public  employment  bureaus, 
were  among  the  first  to  appreciate  this  need.  At  the  annual  meet- 
ing of  the  Association  of  Public  Employment  Officials  in  1916 
a  committee  was  appointed  to  confer  with  the  Department  of 
Labor  on  the  subject.  Out  of  these  conferences  and  other  en- 
deavors in  the  same  direction  grew  a  bill,  which  I  had  the  honor 
of  presenting  to  the  Association  at  its  meeting  in  Milwaukee  last 
September,  and  which  was  unanimously  endorsed. 

The  principal  features  of  this  bill,  no  one  of  them  original  in 
the  sense  of  being  put  forward  there  for  the  first  time,  were : 

1.  Concentration  of  the  employment  activities  of  the  federal 
government  under  a  director  of  the  Federal  Employment  Service 
in  the  Department  of  Labor,  with  wide  powers  and  adequate  funds 
to  develop  a  really  efficient  federal  system. 

S.  Coordination  of  the  state  and  municipal  public  employment 
bureaus  with  the  federal  service,  by  means  of  the  payment  of  fed- 
eral subsidies  to  all  bureaus  which  should  conform  to  rules  and 
regulations  laid  down  by  the  director. 

S.  Organization,  as  part  of  the  federal  service,  of  clearing 
houses  to  draw  the  bureaus  of  neighboring  states  together  in  effi- 
cient cooperation  and  through  a  central  clearing  house  in  Wash- 
ington to  develop  a  truly  national  system. 

The  reasons  for  these  features  are  almost  self-explanatory.  In 
the  past  efforts  to  build  up  a  federal  employment  service  have  been 
handicapped  because  the  only  funds  available  for  such  a  purpose 
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were  those  of  the  Bureau  of  Immigration.  Federal  employment 
agents  have  thus  come  to  be  regarded  as  agents  for  finding  jobs 
for  aliens.  Before  the  war  this  was  a  disadvantage ;  since,  because 
of  the  widespread  suspicion  of  the  loyalty  of  aliens,  it  has  become 
such  a  serious  obstacle  that  the  Secretary  of  Labor  has  for  some 
time  favored  the  transfer  of  all  such  work  to  a  new  division  en- 
tirely independent  of  the  Bureau  of  Immigration.  In  regard  to 
the  desirability  of  this  change  there  is  thus  universal  agreement 
among  all  impartial  students  of  the  problem. 

In  a  country  as  vast  and  diversified  as  the  United  States,  the 
task  of  connecting  employers  and  employees  must  be  performed 
largely  by  the  states  and  municipalities  through  connected  state 
and  municipal  bureaus.  This  is  the  policy  to  which  the  country 
is  already  committed,  several  state  and  municipal  systems  being 
already  in  efficient  operation  and  new  ones  being  added  each  year. 
The  federal  employment  service  should  not  only  make  fullest  use 
of  these  existing  agencies  but  should  be  in  a  positioa  to  strengthen 
them  through  financial  subsidies,  on  condition  that  they  cooperate 
whole-heartedly  in  the  development  of  a  national  system  by  con- 
forming to  methods,  forms,  etc.,  prescribed  for  all  alike  by  the 
federal  director.  Touching  this  feature  there  is  general  agree- 
ment among  those  who  appreciate  how  difficult  it  is  to  hold  the 
bureaus  of  the  different  states  and  municipalities  to  uniform  and 
cooperative  methods  without  the  steady  pull  of  a  financial  induce- 
ment, and  how  much  these  bureaus  need  ample  funds  to  render 
their  best  service. 

The  organization  of  clearing  houses  as  a  special  function  of 
the  federal  service  follows,  as  a  matter  of  course  from  the  chief 
purpose  of  the  plan,  the  development  of  a  truly  national  system. 
Premising  that  the  states  and  municipalities  with  federal  financial 
aid  can  develop  systems  for  connecting  employers  and  employees 
within  their  limits,  it  remains  obviously  the  task  of  the  federal 
government  to  care  for  the  overflow,  to  see  to  it  that  surplus  labor 
is  withdrawn  promptly  to  states  having  unfilled  jobs,  and  that 
underpaid  labor  is  guided  to  sections  where  better  rates  of  pay 
prevail.  The  experience  of  New  York  City,  with  its  clearing  house 
organized  last  July  under  the  Mayor's  Committees  of  National 
Defense  to  connect  the  state,  municipal,  and  non-commercial  bu- 
reaus into  a  unified  system,  suggests  the  desirability  of  interstate 
clearing  houses  to  render  the  same  service  on  a  national  scale. 
As  to  this  feature  there  is  general  agreement. 
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The  bill  supported  by  the  Association  of  Public  Employment 
Officials  was  introduced  in  Congress  early  in  December  through 
the  American  Association  for  Labor  Legislation  as  the  Robinson- 
Keating  Bill.  Since  its  principal  features  have  the  approval  of 
nearly  all  of  those  interested  in  the  subject,  it  may  seem  odd  that 
its  enactment  into  law  has  not  been  more  vigorously  urged  by  those 
behind  it.  The  reason  for  this  is  that  while  its  main  features  are 
approved  some  of  its  minor  features  have  given  rise  to  strong  dif- 
ference of  opinion.  Those  whose  primary  concern  is  insuring  an 
adequate  supply  of  workers  for  our  war  industries  object  to  the 
bill  because  it  is  not  drawn  more  sharply  as  a  war  emergency 
measure.  They  would  have  the  director  subordinate  to  a  board 
of  representatives  of  the  different  departments  and  boards  under 
which  the  war  industries  are  being  carried  on,  and  his  duties  de- 
fined so  that  he  would  be  practically  the  chief  employment  agent 
of  these  industries,  able  to  marshal  all  of  the  emplojnnent  bureaus 
of  the  country  to  their  service.  Another  group  is  fearful  lest 
such  an  emphasis  on  our  war  needs  will  serve  to  deprive  the  De- 
partment of  Labor  of  its  control  over  this  important  branch  of 
the  labor  activities  of  the  federal  government.  This  difference  and 
others  are  now  being  thrashed  out  in  a  strong  committee  in  which 
the  Department  of  Labor,  the  American  Federation  of  Labor,  the 
National  Council  of  Defense,  the  Association  of  Public  Employ- 
ment Officials,  the  American  Association  for  Labor  Legislation, 
the  Shipping  Board,  and  the  other  departments  and  boards  in- 
terested are  all  represented.  There  is  good  ground  for  hoping 
that  this  committee  will  soon  agree  on  a  bill  which  these  different 
organizations  will  support,  and  that  so  soon  as  they  do  legislation 
will  speedily  follow. 

Fortunately,  though  legislation  is  temporarily  delayed,  action 
in  the  direction  of  developing  an  adequate  federal  employment 
service  need  not  be.  The  great  obstacle  in  the  past  has  been,  not 
lack  of  power  in  the  Department  of  Labor  to  develop  such  a  serv- 
ice, but  lack  of  financial  means.  Congress  partly  relieved  this 
lack  by  appropriating  $250,000  for  this  purpose  just  before  its 
adjournment  last  fall.  The  President  has  recently  supplemented 
this  appropriation  by  a  substantially  larger  grant  from  his  special 
emergency  fund.  As  a  consequence  of  the  aid  received  from  these 
two  sources,  the  Department  now  has  ample  funds  to  put  into 
effect  rapidly  plans  it  has  long  had  under  consideration.  Its  first 
step  in  this  direction  was  the  opening  of  a  War  Emergency  Em- 
ployment Bureau  in  Seattle  to  secure  workers  for  the  shipyards. 
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Agents  representing  the  Department  of  Labor  and  the  Shipping 
Board  were  despatched  from  Washington  to  Seattle  with  instruc- 
tions that  they  were  to  secure  the  cooperation  of  the  local  em- 
ployers and  the  local  leaders  of  organized  labor  before  proceeding 
with  their  plans.  Having  secured  this  support  and  having  or- 
ganized an  advisory  committee  of  employers  and  employees'  repre- 
sentatives, they  organized  an  efficient  local  staff,  opened  a  local 
employment  bureau,  and  made  it  a  center  for  connecting  with  all 
of  the  state  and  municipal  employment  bureaus  in  that  section 
of  the  country.  Through  vigorous  advertising  and  personal  ef- 
forts, hundreds  and  thousands  of  workers  have  been  attracted  to 
Seattle  from  the  less  essential  industries  of  the  interior;  and  the 
changes  to  the  two  and  three  shift  systems  desired  by  the  shipyards 
and  by  the  Shipping  Board,  which  is  constantly  urging  them  on 
to  more  rapid  production,  have  been  made  not  only  possibilities 
but  virtual  certainties. 

There  seems  to  be  no  reason,  if  men  of  the  right  type  are  se- 
cured for  the  task,  why  similar  war  emergency  bureaus  should  not 
be  opened  in  the  other  important  shipbuilding  centers,  not  to  com- 
pete with  existing  bureaus,  but  to  coordinate  them  into  a  really 
ciBcient  mechanism  for  drawing  all  unemployed  men  and  women 
into  profitable  employment  and  shifting  those  already  employed 
from  unessential  to  essential  industries.  Before  this  last  task 
can  be  fully  accomplished,  some  authority  will  have  to  be  created 
to  declare  what  industries  are  essential  and  what  unessential.  Since 
this  step  is  slow  in  the  taking — ^like  so  many  steps  in  the  develop- 
ment of  our  war  program  on  the  industrial. side — the  task  of  the 
federal  employment  service  will  be  for  some  time  that  of  securing 
work  in  essential  industries  for  all  the  unemployed  and  underpaid 
in  every  part  of  the  country.  It  is  interesting  to  note  that  that 
task  is  now  so  far  from  accomplished  that  there  are  heated  contro- 
^er8^es  in  every  department  at  Washington  whether  there  is  not 
plenty  of  labor  available  for  all  the  war  industries  or  whether  a 
policy  of  dilution  like  that  found  necessary  in  the  United  Kingdom 
is  not  already  required  here.  Only  when  we  have  an  efficient  and 
adequate  federal  employment  service  can  this  question  be  authori- 
tatively answered. 

As  indicated,  the  Department  of  Labor  plans  to  open  war  emer- 
gency employment  bureaus  in  all  centers  where  war  industries  are 
actively  carried  on  and  seem  to  require  such  aid  to  secure  the 
workers  they  need.    The  success  of  these  bureaus  will  depend  very 
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largely  on  the  local  reception  accorded  them.  May  I  bespeak 
from  those  present  their  help  in  their  respective  localities  when 
such  bureaus  are  started,  and  also  their  active  support  for  what- 
ever bill  may  emerge  from  the  committee  conferences  now  going  on 
in  Washington? 

This  bill  should  contain  the  three  features  of  the  Robinson- 
Keating  Bill  already  enumerated :  concentration  of  all  federal  em- 
ployment activities  in  a  director  in  the  Department  of  Labor  with 
ample  funds;  coordination  under  this  director  of  the  state  and 
municipal  bureaus  bound  together  and  strengthened  by  federal 
subsidies ;  organization,  as  the  distinctive  contribution  of  the  fed- 
eral service,  of  a  national  labor  clearing  house  at  Washington  and 
of  interstate  clearing  houses  throughout  the  country.  In  addition 
it  should  bring  the  director  into  close  relations  with  the  essential 
industries  by  creating  perhaps  an  advisory  board  composed  of 
representatives  from  the  departments  and  boards  carrying  on  war 
work  and  empower  him  to  proceed  with  the  organization  of  war 
emergency  bureaus  like  that  at  Seattle,  wherever  they  may  be 
needed.  Such  a  measure  merits  your  active  and  vigorous  support 
because  there  is  no  contribution  toward  our  efficient  prosecution 
of  the  war  that  is  more  needed  just  now  than  the  coordination  of 
the  federal,  state,  and  municipal  employment  bureaus  which  it 
would  help  to  bring  about. 


LESSONS  FROM  ENGLISH  WAR  EXPERIENCE  IN  THE 

EMPLOYMENT  OF  LABOR 

M.  B.  Hammond 
Ohio  State  Urwoersity 

The  first  effect  of  the  war  on  English  industry  was  the  creation 
of  a  feeling  of  uncertainty.  Food  prices  began  to  advance,  em- 
ployers in  most  industries  doubted  whether  they  could  find  a  mar- 
ket for  their  output,  and  employment  slackened  in  all  except  the 
war  industries.  By  the  end  of  August,  the  unemployed  in  those 
trade  unions  which  report  to  the  Board  of  Trade  amounted  to 
7.1  per  cent  of  their  total  membership,  as  compared  to  2.8  per 
cent  at  the  end  of  July.  In  the  insured  trades  the  percentage  of 
unemployed  had  increased  from  2.6  at  the  end  of  July  to  6.S  at 
the  end  of  August.  These  percentages,  however,  do  not  tell  the 
whole  story,  since  in  many  industries  and  establishments  the 
workers  were  not  laid  off  but  were  placed  on  short  time.  There 
was  the  prospect  of  much  distress  and  government  efforts  were 
at  first  directed  to  the  relief  of  this  distress  rather  than  to  the 
question  of  the  supply  of  labor. 

This  state  of  affairs  was  of  short  duration.  The  war  industries 
began  at  once  to  prosper  as  government  orders  were  placed  for 
guns  and  ammunition,  ships,  army  clothing,  hosiery,  saddles, 
bridles,  harness,  boots  and  shoes,  and  other  military  necessities. 
From  here  the  prosperity  spread  to  other  trades — those  supply- 
ing materials  or  equipment — such  as  the  woolen,  the  iron  and 
steel,  and  the  building  trades.  Recovery  was  a  little  slower  in 
other  trades  but  the  recruiting  campaign  soon  began  to  show  its 
effects  in  these  trades  in  the  withdrawal  of  men  of  military  age, 
80  that  by  the  end  of  the  year  1914  employment  had  reached  its 
pre-war  level  in  most  trades,  and  in  those  which  were  engaged  on 
government  work  a  shortage  of  male  labor  had  already  appeared. 

Since  the  early  part  of  1915  there  has  hardly  been  a  problem 
of  unemployment  in  Great  Britain.  The  statistics  of  unemploy- 
ment published  in  the  ofiScial  Labour  Gazette  show  that  since  Feb- 
ruary, 1915,  the  level  of  unemployment  has  been  less  than  one 
per  cent,  a  level  lower  than  that  reached  at  any  time  since  such 
figures  began  to  be  gathered. 

On  the  other  hand,  the  problem  of  how  to  secure  suflScient  labor 
to  supply  war  needs  and  at  the  same  time  enable  the  constantly 
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growing  demand  for  fighting  men  to  be  met  has  required  for  its 
solution  the  best  efforts  of  those  persons  mainly  responsible  for 
the  conduct  of  the  war.  It  is  the  purpose  of  this  paper  to  show 
the  chief  means  by  which  this  problem  has  found  a  solution. 

When  the  war  is  over  and  a  review  of  the  means  by  which  victory 
was  secured  is  possible,  I  venture  to  say  that  there  is  no  piece 
of  pre-war  administrative  machinery  for  which  Great  Britain  will 
be  more  grateful  than  for  her  system  of  Labor  (Employment) 
Exchanges.  Established  by  act  of  19099  the  first  exchanges  were 
not  opened  until  February,  1910,  when  61  were  placed  in  opera- 
tion. By  the  middle  of  July,  1914,  407  exchanges  had  been 
opened  and  around  400  the  number  has  remained  ever  since.  Al- 
though by  no  means  the  first  country  to  establish  public  employ- 
ment bureaus,  no  other  country  has  had  such  an  extensive  and 
well  consolidated  system;  and  while  the  administration  of  these 
exchanges  has  not  been  free  from  criticism,  especially  by  organized 
labor,  the  government  has  placed  an  ever-increasing  reliance  upon 
them  as  a  means  of  mobilizing  its  labor  forces  during  the  war,  and 
now  proposes  to  quadruple  the  number  of  exchanges  in  existence. 

When  recruiting  began  in  Great  Britain,  and  for  some  time 
thereafter,  no  restrictions  were  placed  by  the  government  upon 
voluntary  enlistments  of  skilled  laborers  in  any  trade.  The  result 
was  that  by  the  spring  of  1915  the  shortage  of  skilled  labor  was 
painfully  felt  in  those  trades  like  engineering,  shipbuilding,  and 
coal  mining,  upon  which  the  government  was  most  dependent  for 
the  conduct  of  the  war.  Even  without  the  recruiting  campaign, 
this  shortage  would  have  soon  made  itself  felt  because  of  the  in- 
creased demands  made  upon  these  trades.  As  soon  as  the  mistake 
was  recognized,  the  government  took  steps  to  prevent  further 
enlistments  from  these  trades  and  even  withdrew  from  the  army 
and  replaced  in  industry  many  skilled  workers  who  had  enlisted. 
These  withdrawals  were  difiicult  to  make,  however,  for  many  of 
these  workers  because  of  their  superior  training  and  intelligence 
had  been  made  non-commissioned  officers,  and  the  military  author- 
ities naturally  offered  much  opposition  to  their  withdrawal  from 
the  army. 

The  first  effort  to  supply  the  growing  deficiency  of  skilled  labor 
in  the  munitions  trades  was  by  the  transfer  of  skilled  workers  from 
other  trades.  Most  of  these  transfers  in  the  early  months  of  the 
war  doubtless  took  place  in  the  usual  manner,  i.e.,  by  employees 
voluntarily  leaving  one  place  of  employment  and  going  to  another 
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place  or  establishment  where  employment  was  more  regular  and 
there  was  the  possibility  of  greater  earnings.  Many  of  them, 
however,  took  place  through  the  Labor  Exchanges  and  were  di- 
rectly promoted  by  them.  Thus,  while  in  the  year  191S  out  of  a 
total  of  nearly  92S,000  placements  made  by  the  exchanges  only 
111,000,  or  12.4  per  cent,  were  in  exchange  districts  outside  those 
in  which  the  applicants  were  registered,  in  1914,  177,000,  or  16.8 
per  cent,  of  the  total  placements  were  in  outside  districts;  and 
the  statement  is  made  that  ^Hhe  increase  is  mainly  accounted  for 
by  the  transference  during  the  last  six  months  of  the  year,  i.e., 
during  the  war  period."  In  1915,  21.6  per  cent  of  the  total  place- 
ments by  the  exchanges  were  made  in  outside  districts,  and  the 
average  distance  traveled  was  much  greater  than  in  the  preceding 
year.  Most  of  the  transfers  through  exchanges  were  made  in 
direct  response  to  military  requirements.  In  1915,  of  the  196,000 
men  transferred,  over  140,000  went  to  work  in  the  building  of 
military  huts,  munition  factories,  and  public  works,  or  were  em- 
ployed directly  in  the  munitions  trades. 

The  government  in  June,  1915,  took  measures  to  promote  these 
transfers  by  an  appeal  to  the  patriotism  of  the  workers.  Acting 
in  cooperation  with  the  trade  unions,  the  Ministry  of  Munitions 
invited  ^^all  skilled  workers  in  the  engineering,  shipbuilding  and 
allied  trades  not  already  engaged  on  war  contracts  to  register 
themselves  for  such  service  at  munitions  bureaus  opened  for  this 
purpose  at  Labor  Exchanges  and  elsewhere  throughout  the  United 
Kingdom."  Registration  rendered  a  man  liable  to  be  transferred 
to  any  place  in  which  his  work  was  needed  by  the  government, 
without  any  reduction  of  wages,  and  special  allowances  were  to 
be  made  him  to  cover  the  cost  of  his  transfer  for  living  expenses 
while  away  from  home.  These  men  were  to  be  known  as  War 
Munitions  Volunteers  and  were  to  receive  and  wear  special  badges 
which  would  protect  them  against  insistent  appeals  for  enlist- 
ments. Between  June  24  and  July  10,  1915,  about  90,000  volun- 
teers had  enrolled  for  this  service. 

It  was  not  long,  however,  before  the  authorities  discovered  that 
such  a  thing  as  excessive  mobility  of  labor  was  possible.  The 
chaotic  condition  in  which  many  industries  were  thrown  by  the 
withdrawal  of  labor  at  the  very  time  that  they  were  receiving 
government  contracts  was  causing  employers  to  bid  against  one 
another  and  against  the  government  for  whatever  skilled  labor 
was  obtainable,  and  laborers  in  large  numbers  were  moving  hither 
and  thither  attracted  by  the  promise  of  higher  wages. 
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At  first  the  goyemment  sought  to  prevent  this  excessive  migra- 
tion by  an  Order  in  Council,  dated  April  29,  1915,  which  forbade 
employers  in  factories  engaged  in  munitions  work  to  advertise  or 
otherwise  seek  to  induce  persons  employed  in  other  factories  on 
government  work  to  leave  their  places  of  employment  to  take  work 
in  the  establishment  of  the  soliciting  employer.  The  order  failed 
to  accomplish  its  purpose,  for  it  did  not  prevent  a  laborer  from 
voluntarily  leaving  his  place  of  employment,  nor  did  it  provide 
any  means  by  which  accusations  of  enticing  laborers  could  be 
proved. 

By  certain  sections  in  the  Munitions  of  War  acts,  1915  and 
1916,  therefore,  the  government  sought  to  deal  with  this  matter. 
Employers  were  forbidden  to  give  employment  to  a  workman  who 
had  been  employed  on,  or  in  connection  with,  munitions  work 
within  a  period  of  six  weeks  preceding  his  application  for  work, 
unless  the  workman  was  in  possession  of  a  '^leaving  certificate" 
from  the  employer  by  whom  he  was  last  so  employed  or  from  a 
munitions  tribunal  set  up  under  the  act,  and  which  was  empowered 
to  act  in  cases  the  employer  had  refused  such  certificate  and  the 
munitions  tribunal  felt  that  such  refusal  was  imreasonable. 

More  dissatisfaction  grew  out  of  the  operation  of  this  section 
of  the  Munitions  Act  than  from  any  other  part  of  that  famous 
piece  of  legislation,  and  the  British  Government's  Commission  on 
Industrial  Unrest,  in  its  report  made  last  July,  places  this  second 
on  its  list  of  the  causes  of  industrial  unrest  in  the  United  Kingdom. 
Workmen  felt  that  their  freedom  to  select  their  place  of  work  had 
been  unreasonably  restricted,  and  that  employers  and  their  fore- 
men took  advantage  of  the  situation  to  make  work  hard  and  to 
refuse  leaving  certificates  even  when  they  might  legitimately  have 
been  granted.  Workmen  also  complained  that  they  were  often 
prevented  from  going  to  work  in  establishments  where  wages  were 
better  and  that  the  munitions  tribunals  did  not  take  this  into  con- 
sideration  in  regulating  the  wages  of  the  establishments  to  which 
the  men  were  restricted.  So  great  was  the  dissatisfaction  with 
the  leaving-certificate  plan  that,  even  before  the  report  of  the 
commission  was  made,  the  government  had  decided  to  repeal  these 
provisions  of  the  Munitions  of  War  acts.  This  has  since  been 
done  (the  abolition  dating  from  the  15th  of  October  last),  and 
an  employee  on  munitions  work  is  now  free  to  leave  his  present 
employment  for  other  war  work  on  giving  his  employer  a  week's 
notice  or  such  longer  notice  as  is  provided  by  his  existing  contract. 
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To  prevent  excessive  migration  of  labor  the  War  Munitions 
Volunteer  scheme  has  been  extended  to  all  men  eligible  to  enroll^ 
and  all  men  having  dependents  will  receive  subsistence  allowances 
while  away  from  home  and  free  railway  passage  to  and  from  their 
homes  on  general  and  trade  holidays.  The  Trade  Union  Advisory 
Committee  has  appealed  to  workmen  not  to  change  their  employ- 
ment ^^without  definite  and  substantial  grounds  and  to  show  that 
the  output  of  mimitions  will  not  suffer  from  the  abolition  of  the 
leaving  certificates.'* 

The  other  great  effort  made  by  the  British  government  to  re- 
cruit labor  for  war  industries  has  been  the  adoption  of  the  policy 
known  as  '^dilution  of  labor."  As  stated  by  the  government,  the 
dilution  of  labor  implies  that:  (1)  "The  employment  of  skilled 
men  should  be  confined  to  work  which  cannot  be  efficiently  per- 
formed by  less  skilled  labour  or  by  women.  (2)  Women  should 
be  employed  as  far  as  practicable  on  all  classes  of  work  for  which 
they  are  suitable.  (3)  Semi-skilled  and  unskilled  men  should  be 
employed  on  any  work  which  does  not  necessitate  the  employment 
of  skilled  men  and  for  which  women  are  unsuitable." 

Since  men  of  military  age  and  fit  for  service  have  been  needed 
in  the  army,  and  unskilled  men  could  be  better  spared  for  this 
service  than  skilled  workers,  it  may  be  said  that  no  great  supply 
of  unskilled  male  labor  has  been  uncovered  by  the  adoption  of  this 
policy.     In  practice,  therefore,  the  policy  of  dilution  of  labor 
has  largely  resolved  itself  into  the  effort  to  introduce  women  into 
industry  to  supply  the  growing  needs  of  munitions  and  other  war 
industries.     "There  is  one  source  and  one  only,"  said  a  Board  'of 
Trade  appeal  to  the  manufacturers,  sent  out  in  March,  1916, 
"from  which  the  shortage  (of  labor  in  the  manufacturing  indus- 
tries) can  be  made  good;  that  is,  the  great  body  of  women  who 
are  at  present  unoccupied  or  engaged  only  in  work  not  of  an 
essential  character." 

Governmental  efforts  to  recruit  women  for  industrial  purposes 
have  been  largely  made  with  the  manufacturing  industries,  more 
particularly  those  manufacturing  munitions,  in  mind.  They  have 
been  largely  aided  in  this  work  by  the  desire  of  women  themselves 
to  engage  in  munitions  work,  a  desire  which  had  its  origin  in  the 
patriotic  impulse  to  serve  their  country  in  the  time  of  need,  and 
which  has  been  sustained  not  only  by  patriotism  but  by  the  high 
earnings  which  have  accrued  to  the  women  by  manufacturing 
munitions  PP  the  piece-rftte  plan. 
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Such  opposition  as  has  been  encountered  to  this  method  of 
diluting  labor  has  come,  not  from  the  women  workers,  but  from 
the  men.  Foreseeing  these  objections,  the  government  took  steps 
in  March,  1915,  to  secure  the  consent  of  the  representatives  of  the 
leading  trade  imions  to  the  introduction  of  its  policy  of  dilution. 

An  amendment  to  the  Defence  of  the  Realm  Acts  was  adopted, 
which  authorized  the  military  and  naval  authorities  to  require 
that  factories  where  work  for  military  or  naval  service  could  be 
carried  on  be  placed  at  their  disposal  and  that  work  in  such  estab- 
lishments be  carried  on  under  the  direction  of  the  Minister  of 
Munitions.  Armed  with  this  persuasive  instrument,  the  Chancellor 
of  the  Exchequer  (Mr.  Lloyd-George)  and  the  Chairman  of  the 
Board  of  Trade  (Mr.  Runciman)  held  a  conference  with  repre- 
sentatives of  the  principal  trade  unions  on  the  day  following  the 
adoption  of  the  amendment.  As  a  result  of  this  conference,  the 
famous  Treasury  Agreement  was  reached.  By  this  agreement  the 
trade  unions  (through  their  representatives)  agreed  to  relax  their 
trade-union  practices  and  customs  which  would  have  hindered  the 
carrying  out  of  the  policy  of  dilution  and  which  had  the  effect  of 
regulating  and  restricting  output.  Employers  in  government 
factories  and  in  establishments  controlled  by  the  government  might 
introduce  female  labor  and  unskilled  male  labor  to  do  work  which 
had  hitherto  been  done  by  unskilled  male  labor. 

The  government,  on  its  part,  promised  that  at  the  end  of  the 
war  the  trade-union  rules  and  practices  prevailing  at  the  begin- 
ning of  the  war  should  be  restored;  that  a  record  would  be  kept 
of  the  nature  of  departures  from  practices  prevailing  at  the  time 
of  the  agreement;  and  that  employers  would  restore  to  their  old 
positions,  or  to  others  most  nearly  resembling  them,  skilled  workers 
who  had  withdrawn  from  industry  to  join  the  fighting  forces.  It 
also  was  agreed  that  the  semi-skilled  laborers  substituted  for  the 
skilled  workers  should  be  paid  at  the  usual  rates  of  pay  for  their 
district.  The  government  also  promised  that  profits  of  employers 
engaged  in  the  production  of  munitions  should  be  definitely  lim- 
ited. The  government  proceeded  at  once  to  keep  its  part  of  the 
agreement  by  the  passage  of  the  Munitions  of  War  Act,  1915, 
which  imposed  upon  employers  in  controlled  establishments  the 
conditions  of  the  Treasury  Agreement  and  limited  profits  in  these 
establishments  by  requimig  that  80  per  cent  of  the  profits  in 
excess  of  those  earned  in  peace  times  should  be  paid  into  the 
Treasury.    The  government  then  proceeded  to  conduct  an  active 
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campaign  to  increase  the  employment  of  women  in  every  branch 
of  industry  on  which  the  government  relied  for  war  supplies.  Not 
only  the  Labor  Exchanges,  but  the  factory  inspectors  and  other 
government  officials,  were  called  upon  to  assist  employers  in  this 
work.  Conferences  composed  of  employers  in  various  establish- 
ments and  of  government  officials  were  called  to  discuss  the  means 
and  extent  of  dilution  possible  in  these  establishments.  The  Board 
of  Trade  issued  an  appeal,  "on  behalf  of  the  government,  to  every 
employer  who  is  finding  his  business  threatened  with  diminished 
productivity  through  the  loss  of  men,  not  to  accept  such  diminu- 
tion as  an  inevitable  consequence  of  the  war,  but  to  make  every 
possible  effort  to  maintain  his  production  by  using  women,  whether 
in  direct  substitution  for  the  men  who  have  been  withdrawn  or  by 
some  subdivision  or  rearrangement  of  his  work." 

The  increased  employment  of  women  in  Great  Britain  during 
the  war  has  already  passed  through  several  fairly  distinct  stages. 
At  first  it  took  place  in  those  industries,  like  clothing  and  the 
textiles,  in  which  women  had  already  been  largely  employed  before 
the  war,  and  in  commercial  occupations  and  the  public  service 
where  the  work  was  not  beyond  a  woman's  strength  and  where 
only  a  short  period  of  training  was  necessary  for  such  work  as 
women  were  called  upon  to  do.  This  extension  of  woman's  employ- 
ment, while  very  considerable,  has  not  required  government  assist- 
ance in  any  considerable  degree  to  bring  it  about,  although  it  has 
had  government  encouragement  wherever  such  employment  of 
women  would  have  the  effect  of  relieving  men  for  military  service 
or  for  industrial  tasks  connected  with  the  prosecution  of  the  war. 
Government  estimates  indicate  that  about  496,000  women  were 
employed  in  commercial  occupations  in  July,  1914.  Three  years 
later,  in  July,  1917,  324,000  had  been  added  to  this  number, 
making  a  total  of  820,000.  In  banking  and  finance  only  9,500 
women  were  employed  in  July,  1914.  By  July,  1917,  this  number 
had  grown  to  54,000,  an  increase  of  570  per  cent.  In  the  civil 
service  66,000  women  were  to  be  found  in  July,  1914,  while  in 
July,  1917,  there  were  98,000  women  so  employed. 

The  second  stage  in  the  employment  of  women  was  reached 
when  women  began  to  be  employed  in  considerable  numbers  in  the 
metal  trades,  in  the  manufacture  of  munitions.  This  stage  was 
hardly  reached  until  February,  1915.  In  July  of  that  year  Mr. 
Lloyd-George  said  that  about  50,000  women  were  employed  in 
the  munitions  branch  of  the  metal  trades.     A  large  number  of 
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these  employees  had  been  transferred  from  other  branches  of  the 
metal  trades,  as  such  transfers  are  comparatively  easy  to  effect. 
During  the  first  year  of  the  war  women  were  chiefly  employed  ^^on 
repetition  work  and  automatic  machinery,  involving  little  or  no 
departure  from  the  work  to  which  they  are  ordinarily  accustomed." 
These  women  were  not,  in  many  instances,  directly  replacing  men, 
but  they  were  doing  what  before  the  war  had  been  regarded  as 
men's  work.  The  enormous  output  of  shells  and  other  products 
of  the  munitions  establishments  had  permitted  standardization  of 
products  and  a  high  degree  of  division  of  labor,  so  that  very  little 
training  was  necessary  to  enable  a  woman  to  do  the  work  required. 

The  third  stage  in  the  employment  of  women  was  reached  when 
an  effort  was  made  to  substitute  them  for  men  in  the  performance 
of  work  which  required  some  skill.  Some  training  is  required  for 
this  work  and  this  training  the  government  has  undertaken  to  sup* 
ply,  without  charge,  through  the  technical  schools.  The  training 
is  not  intended  to  be  thorough,  but  is  just  sulBicient  to  enable  the 
learners  to  acquire  the  proficiency  necessary  to  perform  the  work 
under  the  supervision  of  skilled  men.  The  Ministry  of  Munitions 
has  announced  that  it  is  ^^not  prepared  to  sanction  any  course 
which  provides  less  than  30  or  more  than  100  hours'  instruction," 
and  it  has  suggested  that  arrangements  be  made  so  that  no  course 
shall  last  more  than  a  month. 

The  net  result  of  all  these  efforts  to  introduce  more  women 
into  industry  during  war  time  is  that  at  the  end  of  three  years 
of  war  it  was  estimated  that  1,382,000  women  had  entered  some 
wage-earning  occupation  other  than  domestic  service  since  July, 
1914,  in  addition  to  the  3,S98,000  already  employed.  In  some 
establishments  the  employers  have  fewer  workers  than  before  the 
war  but  have  more  women  employed  than  formerly,  having  substi- 
tuted women  for  men  in  certain  branches  of  the  trade. 

The  sources  of  supply  from  which  these  women  workers  have 
come  are  many.  Something  like  400,000,  it  is  estimated,  have 
come  from  domestic  service  and  small  shops.  Others  are  married 
women  who  have  felt  some  compulsion  to  resume  their  places  in 
industry  since  their  husbands,  the  breadwinners  of  the  family, 
have  gone  to  the  front.  ^^The  munitions  workers  of  today,"  says 
a  memorandum  of  the  Health  of  Munitions  Workers  Committee, 
"include  dressmakers,  laundry  workers,  textile  workers,  domestic 
servants,  clerical  workers,  shop  assistants,  university  and  art  stu- 
dents, women  and  girls  of  every  social  grade  and  of  no  previous 


Emphymeni  and  the  War  165 

wage-earning  experience,  also  in  large  numbers  wives  and  widows 
of  soldiers,  many  married  women  who  had  retired  altogether  from 
industrial  life,  and  many  again  who  had  never  entered  it." 

Many  of  these  women  have  had  to  be  transferred  from  their 
homes  in  all  parts  of  the  United  Kingdom  to  the  munitions  centers, 
and  these  transfers  have  for  the  most  part  been  made  through 
the  Labor  Exchanges.  Thirty-three  thousand  women  workers 
were  transferred  by  the  Exchanges  from  one  district  to  another 
in  1914;  in  1915  the  number  so  transferred  was  58,000,  and  in 
1916,  160,000.  Special  campaigns  have  been  conducted  to  per- 
suade unoccupied  women  in  non-industrial  areas  to  leave  their 
homes  for  this  work.  Mention  is  made  by  the  Labour  Gazette  of 
one  instance  where  772  women  from  places  as  far  separated  as 
Aberdeen  and  Penzance  were  brought  together  in  one  factory  in 
the  West  Midlands. 

This  mobility  of  female  labor  has,  of  course,  been  attended  with 
great  difficulties  and  some  dangers.  In  many  munitions  centers, 
the  housing  facilities  were  insufficient  to  care  for  the  increase  in 
the  number  of  workers  and  houses  have  had  to  be  provided.  How 
far  the  government  has  fallen  short  in  its  efforts  to  solve  the  hous- 
ing problem  is  known  to  all  readers  of  the  reports  on  Industrial 
Unrest,  but  the  failures  seem  to  be  more  noticeable  in  the  case  of 
family  houses  than  in  the  case  of  single  women.  The  fact  that 
the  transference  of  women  workers  to  places,  oftentimes  many  miles 
from  their  homes,  would  present  grave  problems  relating  to  the 
morals  and  health  of  the  workers  was  appreciated  by  the  author- 
ities; and  special  arrangements  have  been  made  in  the  way  of 
welfare  work  within  and  without  the  factories  for  women  workers, 
including  the  appointment  of  forewomen  nurses  and  women  super- 
visors. 

Efforts  to  stimulate  production  led  the  government  in  the  early 
part  of  the  war  to  relax,  and  in  some  cases  to  suspend,  the  factory 
acts  which  had  been  slowly  built  up  by  the  experience  of  a  century 
for  the  protection  of  women  and  children  against  the  overstrain 
of  industry.  How  far  these  relaxations  proved  a  failure,  not  only 
from  the  standpoint  of  the  women  themselves  but  from  that  of 
the  employer  and  the  government,  which  was  aiming  at  maximiun 
productivity,  is  well  known  to  many  of  you  and  is  a  subject  which 
can  not  be  dealt  with  here.  It  is  sufficient  to  say  that  the  old  re- 
strictions have  had  in  many  cases  to  be  re-introduced  and  during 
the  last  two  years  the  government  has  given  increased  attention 
to  the  relation  between  hours  of  labor  and  productivity. 
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Summarizing,  very  briefly,  the  lessons  which  English  experience 
in  the  employment  of  labor  during  the  war  has  provided  for  our 
guidance,  we  may  say  that  the  following  seem  to  be  established 
facts: 

1.  Any  country  possesses  in  its  industrially  unemployed  women 
a  vast  reserve  of  productive  power  on  which  it  can  call  in  times 
of  emergency,  and  which  has  a  mobility  hitherto  unsuspected. 

S.  For  the  utilization  of  such  labor  there  is  no  limit,  except 
that  set  by  the  physical  capacity  of  the  worker  and  the  extent  of 
her  training.  Considering  the  length  of  time  which  most  women 
are  likely  to  remain  in  industry,  only  a  brief  and  intensive  training 
seems  desirable  from  their  standpoint ;  and  this  training  will  suffice 
in  those  industries  where  production  of  standardized  products 
on  a  large  scale  has  led  to  a  high  degree  of  division  of  labor. 

8.  The  effective  utilization  of  women's  labor  requires  the  gov- 
ernment and  private  employers  to  give  unusual  consideration  to 
problems  relating  to  the  health  and  fatigue  of  the  workers,  lest 
the  effort  to  secure  maximum  productivity  overreach  itself.  Over- 
time finds  its  inevitable  correction  in  broken  time. 

4.  Any  burdensome  restriction  which  has  the  effect  of  creating 
widespread  dissatisfaction  among  the  workers  will  lead  to  a  de- 
cline, rather  than  to  an  increase,  in  productivity.  In  general, 
among  peoples  trained  in  the  habits  of  self-government,  govern- 
mental efforts  to  secure  the  cooperation  of  organization  of  em- 
ployers and  of  employees  will  win  better  results  than  will  meas- 
ures of  compulsion. 

5.  For  the  effective  mobilization  of  its  labor  forces  and  their 
disposal  in  those  industries  and  establishments  where  they  are 
most  needed,  a  well  integrated  system  of  employment  bureaus  is 
essential,  and  employers  should  be  encouraged  to  rely  upon  these 
bureaus  to  secure  the  extra  labor  required  to  operate  their  plants. 

6.  The  need  of  men  for  military  service  should  not  be  allowed 
to  outweigh  the  need  of  men  for  the  production  of  those  things 
upon  which  military  success  is  dependent.  Skilled  laborers  in  the 
industries  on  which  the  government  relies  for  its  military  supplies 
should  not  be  drafted  or  allowed  to  enlist  until  the  government 
has  satisfied  itself  that  satisfactory  substitutes  are  available. 
What  Lloyd-George  said  to  the  Trade-Union  Congress  meeting 
at  Bristol  in  1915  is  still  applicable,  viz.,  that  ^Hhis  is  a  war  of 
materials"  and  that  it  ^'has  resolved  itself  into  a  conflict  between 
the  mechanics  of  Germany  and  Austria  on  the  one  hand,  and  the 
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mechanics  of  Great  Britain  and  France  (to  whom  we  may  now 
add  the  United  States)  on  the  other." 

If  this  be  true,  it  is  obvious  that  everything  which  tends  to 
conserve  our  industrial  efficiency  is  as  important  as  a  means  to 
the  end — the  winning  of  the  war — as  that  which  promotes  mili- 
tary efficiency. 


PLAN  OF  THE  DEPARTMENT  OF  AGRICULTURE  FOR 
HANDLING  THE  FARM  LABOR  PROBLEM 

By  E.  V.  Welcox 
Office  of  Farm  Management 

With  the  entrance  of  the  United  States  into  the  world  war  it 
was  anticipated  that  a  temporary  shortage  of  farm  labor  might 
occur,  requiring  special  attention  by  the  Department  of  Agri- 
culture. The  duty  of  handling  this  problem  for  the  Department 
was  assigned  to  the  Office  of  Farm  Management  and  a  study  of 
the  problem  was  immediately  begun.  No  special  appropriations 
were  available  for  this  purpose  and  it  was  therefore  necessary  to 
take  certain  members  of  the  stajff  of  the  office  from  their  regular 
work  and  assign  them  to  states  in  which  the  most  urgent  calls  were 
made  for  assistance.  A  general  cooperative  agreement  was  at  once 
entered  into  with  the  Department  of  Labor  whereby  the  Depart- 
ment of  Agriculture  was  to  make  surveys  to  learn  the  actual  labor 
needs  of  farmers  and  also  to  learn  the  possible  sources  of  farm 
labor  in  rural  communities  and  in  towns  up  to  the  size  of  10,000 
inhabitants,  while  the  Department  of  Labor  undertook  to  handle 
as  heretofore  labor  surveys  in  larger  towns  and  cities. 

It  was  generally  realized  that  a  larger  number  of  laborers  than 
is  usually  the  case  had  been  absorbed  by  the  enormous  industrial 
expansion  during  the  previous  years  of  the  war  and  by  the  great 
demand  for  military  supplies  to  be  exported  to  the  Allies.  More- 
over, a  considerable  number  of  men,  possibly  40,000,  had  been 
attracted  to  Canada  as  farm  laborers  by  reason  of  the  liberal 
offers  and  urgent  need  of  the  Canadian  government.  Further- 
more, thousands  of  Mexicans  passed  over  the  international  boun- 
dary under  the  impression  that  they  would  be  forced  into  military 
service  if  they  remained  in  the  United  States.  This  exodus  of 
Mexicans  was  particularly  extensive  during  the  summer  season 
and  still  continues.  During  November,  for  example,  about  75 
Mexicans  daily  crossed  into  Mexico  over  the  international  bridge 
at  El  Paso,  Texas,  and  a  similar  exodus  was  taking  place  at  other 
points  along  the  boundary.  Labor  agents  interested  in  obtaining 
laborers  for  industrial  purposes  visited  portions  of  the  country 
in  which  there  was  a  surplus  of  labor  and  by  the  offer  of  high 
wages  succeeded  in  inducing  many  thousands  of  laborers  to  leave 
southern  cities,  and  to  a  less  extent  country  districts,  for  employ- 
ment in  northern  industrial  concerns.    Then  came  the  draft  for 
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the  national  army.  Following  upon  the  draft  came  the  call  for 
laborers  to  construct  cantonments  and  for  the  increased  shipbuild- 
ing operations  of  the  federal  government.  These  unusual  demands 
for  labor,  coupled  with  the  need  of  an  increased  food  production 
for  ourselves  and  the  allies,  made  a  farm  labor  problem  of  large 
proportions. 

The  high  wages  offered  for  work  in  industrial  concerns  and  in 
the  construction  of  cantonments  drew  large  numbers  of  men  away 
from  farms  and  caused  a  temporary  disturbance  in  the  farm  labor 
situation.  This  disturbance  was  for  a  time  quite  serious,  especially 
in  the  immediate  neighborhood  of  cantonments  and  large  industrial 
enterprises,  but  a  readjustment  of  conditions  is  rapidly  being 
reached. 

Another  factor  in  the  farm  labor  problem  may  here  be  men- 
tioned— ^a  factor  of  more  importance  than  has  commonly  been 
assigned  to  it.  The  labor  required  for  essential  and  fundamental 
industries  had  gradually  been  becoming  scarcer,  even  before  the 
outbreak  of  the  European  war,  as  a  result  of  the  enormous  de- 
velopment of  luxury  trades,  especially  the  automobile  business. 
This  business  had  gradually  absorbed  into  its  service  millions  of 
men  used  in  constructing  factories,  building  machines,  repair  work, 
maintenance  of  garages,  driving  automobiles,  and  other  kinds  of 
employment  connected  with  the  automobile. 

There  are  two  main  features  or  phases  of  the  Department  pro- 
gram for  handling  the  farm  labor  situation ;  namely,  to  learn  the 
labor  needs  of  every  farmer  and  to  develop  all  possible  sources 
of  labor.  In  order  to  meet  this  problem  satisfactorily,  a  suitable 
organization  was  the  first  requirement  to  be  met.  The  present 
plan  of  organization  includes  the  Office  of  Farm  Management  in 
general  charge  of  the  program,  four  Supervising  Farm  Help 
Specialists  iA  charge  of  the  northeastern,  north-central,  southern, 
and  western  divisions  of  the  United  States,  thirty-seven  State  Farm 
Help  Specialists  (for  the  most  part  one  man  in  charge  of  the  work 
in  each  state  but  in  some  instances  in  charge  of  a  group  of  two 
or  more  states),  County  Agents  or  other  county  men  and  com- 
mmiity  leaders  or  committees.  This  organization  is  in  active 
cooperation  with  the  United  States  Department  of  Labor,  the 
Extension  Service  of  the  Agricultural  Colleges,  State  Councils  of 
Defense,  State  Commissioners  of  Agriculture  and  Labor,  and  other 
organizations  officially  interested  in  the  farm  labor  problem. 

In  general  the  work  of  the  Farm  Help  Specialists  of  the  Depart- 
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ment  of  Agriculture  is  concerned  with  the  farm  side  of  the  problem. 
These  men  must  devise  means  of  securing  accurate  and  authorita- 
tive information  regarding  the  farm  labor  needs  of  every  fanner 
in  their  territory.  They  must  also  learn  what  readjustments  of 
farm  labor  are  possible  so  as  to  handle  the  work  in  hand*  They 
make  surveys  of  rural  communities  and  small  towns  to  ascertain 
the  prospects  of  securing  for  farm  work  labor  not  now  fully  em- 
ployed for  that  purpose.  The  work  of  the  Department  of  Labor 
in  this  connection  consists  in  the  extension  and  even  more  efficient 
handling  of  their  system  of  employment  offices  in  the  large  cities. 
At  these  employment  offices  thousands  of  men  apply  for  positions. 
Many  of  these  men  have  had  previous  farm  experience  and  are 
therefore  especially  desirable  for  use  in  farm  operations.  In  this 
year's  experience  in  New  York  State  it  was  foimd  that  about  10 
per  cent  of  the  laborers  applying  at  employment  offices  had  had 
previous  farm  experience.  It  is  especially  desirable  that  all  such 
men  be  sent  back  to  the  farm,  and  an  effort  is  being  made  to 
accomplish  this  result  through  the  active  and  cordial  cooperation 
of  the  Department  of  Labor.  In  order  to  bring  this  result  about 
more  methodically,  an  arrangement  has  recently  been  made  whereby 
one  of  the  members  of  the  staff  of  the  Office  of  Farm  Management 
has  been  assigned  to  service  in  the  Department  of  Labor  in  order 
to  present  the  viewpoint  of  the  Department  of  Agriculture  and 
of  the  farmer  to  the  men  in  charge  of  employment  offices,  and  to 
make  arrangements  for  selecting  for  assignment  to  farm  work  all 
experienced  men  and  at  the  same  time  to  prevent  sending  to  the 
farmers  men  who  are  out  of  sympathy  with  farm  work,  without 
experience  on  farms,  and  therefore  unlikely  to  give  satisfactory 
service. 

Thus  far  the  only  serious  phase  of  the  farm  labor  problem  is 
concerned  with  securing  a  sufficient  supply  of  experienced  men. 
Some  of  these  men  have  been  drawn  away  from  the  farm  by  the 
economic  attraction  of  higher  wages  in  city  industries  and  the 
problem  before  us  is  how  to  get  some  of  them  back  to  the  farm. 
Among  the  miscellaneous  applicants  in  employment  offices,  for 
example,  are  experienced  milkers,  farm  teamsters,  and  handlers 
of  farm  machinery.  It  is  of  large  importance  to  sift  these  men 
out  of  the  general  supply  of  migratory  labor  and  return  them  to 
satisfactory  positions  on  farms,  where  they  are  urgently  needed. 

There  are  several  sources  of  labor  not  already  fully  utilized 
for  farm  work.    A  computation  of  data  obtained  in  making  farm 
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surveys  and  in  studying  the  problem  of  tenancy  shows  that  there 
are  about  700,000  retired  farmers  in  the  United  States  not  now 
occupied  with  any  gainful  occupation.  The  very  fact  of  their 
being  retired  farmers  indicates  that  they  have  been  successful  in 
their  occupation.  They  are  therefore  men  with  just  the  qualifica- 
tions required  for  directing  farm  operations  and  for  handling 
complicated  machinery  not  requiring  great  physical  exertion. 
Mainy  of  these  men  are  of  course  past  middle  life,  but  the  majority 
of  them  are  still  capable  of  doing  efficient  service  on  farms  and 
many  of  them  have  returned  to  the  farm  under  the  present  emer- 
gency to  add  the  weight  of  their  experience,  counsel,  and  expert 
services  to  the  solution  of  the  problem.  There  are  about  five 
million  boys  in  the  United  States  between  the  ages  of  sixteen  and 
twoity-one.  Many  of  these  boys  naturally  return  to  the  farm 
for  the  sununer  vacation,  some  being  farmers'  sons  and  others 
having  had  more  or  less  experience  with  farm  work.  Not  all  of 
them,  of  course,  should  be  expected  to  take  part  in  farm  opera- 
tions and  not  all  of  them  will  be  needed  for  such  work,  but  there 
are  large  numbers  of  city  boys  without  previous  farm  experience 
who,  with  a  little  patience  on  the  part  of  the  farmer,  may  be 
trained  into  valuable  farm  hands.  They  are  naturally  alert,  quick 
to  learn,  and  full  of  energy,  and  under  proper  guidance  may  ren- 
der a  good  account  of  themselves  on  the  farm.  In  fact  the  ex- 
purience  of  the  past  year,  while  varied  in  the  different  states,  has 
shown  that  these  boys  are  a  great  asset  which  cannot  be  overlooked 
in  the  consideration  of  the  farm  labor  problem.  Then  there  is  a 
great  crowd  of  city  dwellers  who  take  an  annual  vacation  prefer- 
ably at  outdoor  work.  Many  of  these  men  have  taken  vacations 
on  farms  year  after  year  and  are  therefore  sufficiently  expert  to 
be  entrusted  with  nearly  all  kinds  of  farm  work.  Again  we  have 
to  consider  the  large  number  of  men  now  engaged  in  city  industries 
of  various  sorts  who  can  be  spared  for  work  on  the  farm  during 
slack  periods  of  business.  Women  have  also  taken  an  important 
position  in  farm  life,  and  during  the  present  war  emergency  a 
constantly  increasing  number  of  women  are  seeking  and  obtaining 
employment  on  farms  either  at  outdoor  work  or  as  help  for  the 
farmers'  wives.  Both  as  individuals  and  in  camps  the  women  have 
rendered  efficient  service  at  various  kinds  of  farm  occupations. 
The  English  government  has  had  an  extensive  and  satisfactory 
experience  with  women  as  farm  laborers.  It  has  been  found  de- 
sirable to  establish  training  camps  for  women,  not  primarily  be- 
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cause  they  require  longer  to  learn  the  essential  features  of  farm 
work  than  men,  but  because  it  was  felt  that  city  women  should 
have  a  preliminary  physical  training  or  seasoning  in  order  to 
prevent  unfavorable  results  from  the  unusual  kind  of  work.  About 
150,000  women  have  been  trained  in  camps  in  England  during 
the  year,  and  their  services  have  been  found  to  be  of  high  value, 
as  shown  by  the  voluntary  reports  of  farmers  with  whom  they 
have  found  employment.  Some  interest  has  been  awakened  in  the 
United  States  in  training  camps  for  women.  As  an  example  of 
such  a  camp,  mention  may  be  made  of  that  at  Mt.  Kisco,  N.  Y. 
This  camp  was  established  by  private  enterprise  on  an  abandoned 
farm  on  which  all  operations  were  done  by  girls  from  Columbia 
University  and  the  Manhattan  Trade  Schools.  They  performed 
all  kinds  of  farm  work,  even  including  haying,  with  satisfactory 
results,  and  were  generally  employed  by  farmers  in  the  neighbor- 
hood. Many  of  these  farmers  of  their  own  initiative  reported  that 
the  girls  were  more  alert  and  active  than  the  ordinary  farm  laborer 
and  that  their  services  would  be  gladly  accepted  during  the  coming 
year.  Incidentally  it  should  be  stated  that  all  of  the  girls  were 
pleased  with  their  experience  and  hope  to  have  the  same  oppor- 
tunity again. 

Husking  bees  have  been  organized  in  various  towns  for  the  pur- 
pose of  assisting  the  neighboring  farmers  in  harvesting  and  saving 
their  com.  These  husking  bees  are  essentially  a  revival  of  a  pleas- 
ant old  farm  institution  which,  like  so  many  of  the  farm  operations 
of  a  previous  generation,  combined  social  activities  with  industry. 

Interest  has  also  been  aroused  in  the  passage  and  enforcement 
of  vagrancy  laws  and  compulsory  work  laws.  This  has  been  the 
case  in  Maryland,  Wisconsin,  West  Virginia,  and  Florida.  Such 
laws  have  also  been  enforced  locally  in  a  number  of  the  other  states. 
In  fact  the  desirability  of  compulsory  work  laws  has  been  gen- 
erally discussed  throughout  the  country,  and  a  movement  is  under 
way  to  secure  the  passage  of  vagrancy  laws  in  various  states 
which  do  not  now  have  such  legislation.  The  drones  and  loafers 
are  always  with  us.  They  are  conspicuous  about  pool  rooms, 
comer  grocery  stores,  and  in  other  places  where  the  useless  mem- 
bers of  society  congregate.  Some  of  these  men  apparently  cannot 
be  induced  to  work  either  by  an  appeal  to  patriotism  or  by  an 
offer  of  satisfactory  wages.  It  seems  necessary  therefore  for 
society  to  protect  itself  by  demanding  that  those  who  will  not 
voluntarily  work  shall  be  compelled  to  take  part  in  the  necessary 
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operationfi  of  our  economic  system.  An  interesting  special  class 
of  loafers  includes  the  parasitic  husbands  of  cooks  and  housdbold 
servants  who,  in  accordance  with  the  long-established  traditional 
system,  take  home  nights  sufficient  food  to  support  an  idle  man. 
This  condition  is  particularly  prevalent  among  the  Negroes  of  the 
South  where  the  custom  has  been  prevailing  since  time  out  of  mind. 
In  Florida  an  attempt  has  recently  been  made  in  one  or  two  com- 
munities to  interfere  with  this  time-honored  custom.  An  appeal 
has  been  made  to  women's  clubs  to  take  a  definite  stand  in  the 
matter  and  to  prevent  food  from  being  taken  home  by  their  cooks 
and  servants.  Considerable  progress  has  been  made  toward  this 
end  and  it  is  hoped  that  this  custom,  which  makes  possible  the 
existence  of  a  class  of  professional  parasites,  will  be  gradually  and 
definitely  abandoned. 

Several  readjustments  of  labor  already  on  the  farms  may  be 
made  to  meet  more  adequately  the  present  situation.  The  old 
custom  of  exchanging  labor  among  farmers,  which  has  come  down 
from  the  early  days  of  agriculture,  is  being  extended  and  utilized 
on  a  larger  scale  than  ever.  The  wide  use  of  the  method  of  ex- 
changing labor  makes  possible  not  only  the  rapid  accomplishment 
of  tasks  which  do  not  permit  of  delay  but  also  the  doing  of  work 
which  requires  the  services  of  a  number  of  men  simultaneously  in 
order  to  secure  the  efficient  utilization  of  labor.  The  custom  also 
permits  the  better  distribution  of  labor  now  on  farms  and  the  more 
continuous  utilization  of  their  services.  Attention  has  also  been 
called  to  the  possibility  of  introducing  changes  in  the  cropping 
system  in  order  to  utilize  labor  more  fully  and  more  efficiently. 
In  a  careful  survey  of  the  distribution  and  use  of  labor  in  North 
Carolina  it  was  found  that  only  about  40  per  cent  efficiency  was 
obtained  during  the  past  cropping  season  among  negro  laborers. 
In  Maryland  a  study  of  the  work  performed  by  farm  laborers 
including  both  family  and  hired  labor  indicated  that  farmers  and 
their  hired  help  do  only  about  one  hundred  days  work  each  per 
year.  This  is  a  low  grade  of  efficiency  and  the  situation  can  ob- 
viously be  greatly  improved  by  giving  more  careful  attention  to  the 
distribution  and  utilization  of  the  labor  already  available. 

A  tabulation  of  the  results  obtained  from  the  farm  labor  survey 
work  of  the  past  crop  season  indicates  quite  clearly  that  the  work 
of  producing  the  necessary  food  and  of  carrying  on  other  farm 
operations  can  be  accomplished  by  a  general  speeding  up  without 
any  additional  farm  labor.    More  work  can  be  done  with  the  same 
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number  of  laborers.  This  has  been  accomplished  on  thousands 
of  individual  farms  and  the  experience  of  Canada  shows  that  it 
can  be  accomplished  in  a  nation  as  a  whole.  The  Canadian  ex- 
ample is  one  which  merits  close  study  and  enthusiastic  emulation. 
Canada,  with  a  population  of  eight  million,  has  sent  600,000  of 
her  young  men  to  France.  If  we  placed  a  proportionate  number 
of  our  population  in  active  military  service  the  total  would  be 
6,250,000.  Notwithstanding  the  large  army  of  men  which  Canada 
has  taken  from  her  population  for  military  service,  the  Dominion 
increased  all  of  its  essential  industrial  operations  and  also  greatly 
increased  the  export  of  all  important  agricultural  products.  In 
other  words  Canada  did  a  great  deal  more  than  heretofore  and 
with  fewer  men.  The  problem  was  solved  by  speeding  up  and  by 
more  ^cient  distribution  and  utilization  of  the  available  man- 
power. 

Among  the  numerous  suggestions  which  have  been  made  of 
methods  of  solving  the  farm  labor  problem  there  are  several  im- 
practical suggestions  which  may  be  mentioned  at  this  point.  It 
has  been  urged,  for  example,  that  large  numbers  of  Chinese  be 
imported  as  farm  laborers.  An  enthusiastic  Chamber  of  Com- 
merce of  a  small  town  evai  urged  the  importation  of  a  million 
Chinese  as  farm  laborers  for  a  single  state.  It  is  hardly  necessary 
to  discuss  this  proposition  in  the  present  connection  further  than 
to  call  attention  to  the  fact  that  the  shipping  facilities  on  the 
Pacific  are  totally  inadequate  to  transport  even  a  million  Chinese 
within  a  reasonable  period  of  time.  Furthermore  Chinese  are 
trained  in  a  system  in  which  labor  is  considered  of  little  economic 
importance.  They  are  totally  unacquainted  with  our  methods  of 
agriculture  and  of  course  would  be  quite  unable  to  understand 
or  speak  English  for  some  time.  It  would  therefore  require  an 
expert  interpreter  on  every  farm  on  which  Chinese  were  employed. 
Again  it  has  been  suggested  that  Grerman  prisoners  of  war  now  in 
France,  England,  and  Russia  be  transported  to  this  country  as 
farm  laborers  under  military  supervision.  The  obvious  difficulties 
in  the  way  of  such  a  procedure  scarcely  require  pointing  out. 
Similarly,  the  suggestion  that  Belgian,  Serbian,  and  Armenian 
refugees  be  brought  to  this  country  to  help  us  raise  food  is  a  quite 
unfeasible  proposition,  with  the  present  shortage  of  shipping  facil- 
ities. Many  persons  have  urged  that  our  soldiers  now  in  training 
camps  should  be  utilized  a  portion  of  their  time  for  work  on  farms 
in  the  vicinity  of  cantonments.     It  is  merely  necessary  to  state 
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that  the  present  system  of  military  training  occupies  the  entire 
time  of  the  men  from  morning  to  night  and  that  the  training  is 
of  a  severity  up  to  the  limit  of  human  endurance.  Another  sug- 
gestion which  has  come  from  various  sources  and  has  been  strongly 
vouched  for  by  patriotic  citizens  is  a  national  conscription  for 
farm  work.  The  suggestion  is  sometimes  coupled  with  the  proposi- 
tion that  the  government  assume  control  of  large  areas  of  unused 
land  and  place  farm  labor  conscripts  upon  such  land.  No  prac- 
tical method  of  solving  the  obvious  difficulties  connected  with  such 
an  enterprise  has  thus  far  been  pointed  out. 

The  agricultural  operations  of  the  Southwest  involve  certain 
conditions  different  from  those  which  prevail  in  the  rest  of  the 
country.  There  is  a  large  amount  of  work  connected  with  the 
production  of  sugar  beets  in  southern  California  and  Colorado, 
and  with  the  growing  of  Egyptian  cotton  in  the  Imperial  and 
Salt  River  Valleys,  which  has  heretofore  been  done  mainly  by 
Mexicans.  Much  of  this  work  has  to  be  done  at  a  time  of  year 
when  extremely  high  temperatures  prevail.  American  workmen 
seem  not  to  be  well  adapted  for  that  kind  of  work.  During  the 
past  season  many  American  men  and  boys  made  an  attempt  in  an 
outburst  of  patriotism  and  enthusiasm  but  were  soon  sobered  by 
the  heat.  There  has  been  and  still  is  need  of  additional  Mexicans 
to  carry  on  this  work.  The  sugar  beet  growers  and  citrus  growers, 
and  the  cotton  planters  of  California  and  Arizona,  have  formed 
associations  for  the  purpose  of  importing  Mexican  laborers  and 
guaranteeing  their  proper  treatment  both  with  regard  to  wages  and 
housing  conditions.  The  Mexican  government  is  willing  that  labor 
should  be  recruited  for  farm  service  in  the  United  States  and  the 
Department  of  Labor  has  generously  granted  an  exception  to 
their  regulations  regarding  the  importation  of  foreign  labor,  allow- 
ing Mexicans  to  be  brought  over  for  limited  periods  for  agricul- 
tural operations  exclusively.  About  five  thousand  Mexicans  were 
imported  from  Mexico  during  the  past  cropping  season  under  this 
arrangement,  but  this  number  does  not  quite  offset  the  number 
of  Mexicans  who  fled  to  Mexico  for  fear  of  being  drawn  into  army 
service.  It  will  be  necessary,  therefore,  to  import  several  thousand 
more  during  the  coming  season  and  arrangements  have  already 
been  made  to  that  end. 

There  appears  to  be  a  surplus  of  labor  in  Porto  Rico.  These 
laborers  for  the  most  part  speak  only  Spanish  and  would  therefore 
be  particularly  adapted  for  farm  labor  in  Texas,  New  Mexico, 
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Arizona,  and  California,  where  a  large  percentage  of  the  people 
speak  and  understand  Mexican  Spanish.  An  arrangement  was 
made  to  bring  80,000  Porto  Ricans  into  Texas  to  pick  cotton 
during  the  past  season  but  the  drought  which  prevailed  over  west- 
em  Texas  made  it  unnecessary  to  bring  in  this  outside  labor.  If 
the  necessity  should  arise,  however,  Porto  Ricans  can  doubtless  be 
obtained  for  the  crop  season  of  next  year  in  Texas  and  the  South- 
west. 

A  few  instances  may  be  cited  of  methods  used  in  handling  the 
farm  labor  situation  under  special  conditions.  As  is  generally 
known  a  large  army  of  workers  congregate  annually  for  the  wheat 
harvest  in  the  central  wheat  belt.  This  harvest  begins  about 
June  10  in  Oklahoma  and  extends  north  gradually  with  the  ripen- 
ing of  the  grain,  ending  in  North  Dakota  about  the  middle  of 
September.  The  harvest  thus  furnishes  continuous  employment 
for  men  for  a  period  of  about  three  months.  The  harvest  army  is 
made  up  of  men  from  various  economic  stations  in  life  and  from 
a  large  number  of  states.  Many  college  men  and  residents  of 
eastern  cities  annually  make  a  pilgrimage  to  the  wheat  belt  to 
engage  in  this  work.  The  Employment  Service  of  the  United 
States  Department  of  Labor  also  directs  a  large  number  of  men 
to  localities  where  harvest  operations  are  under  way.  The  fact 
that  such  work  awaits  the  coming  of  the  harvest  hands  is  generally 
known  throughout  the  country.  The  chief  way  in  which  the  De- 
partment of  Agriculture  can  assist  in  this  employment  is  in  fur- 
nishing accurate  information  as  to  just  where  the  men  are  needed, 
the  number  of  men  required,  the  wages  offered,  housing  conditions, 
and  other  details  concerning  which  laborers  wish  to  be  informed. 
The  laborers  are  then  directed  to  the  proper  localities  where  they 
are  met  by  farmers  and  taken  to  the  harvest  fields.  Definite  plans 
have  been  laid  whereby  County  Agents  or  others  who  may  be 
brought  into  our  organization  shall  keep  each  other  informed  of 
the  time  when  harvest  help  is  required  in  their  locality  and  of  the 
date  when  such  help  will  be  released  upon  completion  of  the  work. 
It  is  expected  that  in  this  manner  the  laborers  will  be  systematically 
directed  from  farm  to  farm  as  the  wheat  harvest  progresses  north- 
ward in  order  that  they  may  find  continuous  employment  through- 
out the  season. 

For  the  fruit  and  wheat  harvest  of  Oregon  there  was  not  suffi- 
cient time  to  make  arrangements  to  secure  floating  labor  from 
outside  the  state  for  this  year's  crop.    It  was  obviously  necessary. 
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therefore,  for  the  state  to  solve  its  own  problem  with  its  own  man 
power.  The  Farm  Help  Specialist  and  the  County  Agents  ap- 
pealed to  the  urban  population  of  Oregon  for  help.  The  appeal 
was  met  with  a  generous  response.  In  many  instances  small  towns 
practically  adjourned  all  of  their  regular  business  and  men  and 
women  went  out  to  do  the  harvest  work.  A  solution  of  the  harvest 
help  problem  was  found  in  the  same  manner  in  many  localities  in 
other  states. 

The  idea  of  establishing  training  camps  where  city  boys  and 
men  may  receive  instructions  in  the  simple  features  of  farm  opera- 
tions has  gained  much  momentum  since  the  outbreak  of  the  war. 
The  Canadian  authorities  have  not  found  it  necessary  to  establish 
training  camps  for  men  or  boys.  City  residents  have  simply  gone 
out  individually  to  work  on  farms  and  the  farmers  have  shown 
a  reasonable  amount  of  patience  in  instructing  such  laborers  in 
the  methods  of  farm  work.  In  the  United  States,  however,  con- 
siderable attention  has  been  given  to  training  camps.  This  system 
has  been  tried  with  Boy  Scouts,  units  of  high-school  boys,  Y.  M. 
C.  A.  members,  the  Boys'  Working  Reserve,  and  in  camps  financed 
by  private  enterprises.  The  camps  have  varied  greatly  in  size 
knd  in  elaborateness  of  organization  and  equipment.  In  some 
cases  idle  farms  were  ^ven  over  for  use  as  training  camps,  while 
in  other  cases  certain  farmers  allowed  camps  to  be  established  on 
their  farms  to  furnish  labor  for  themselves  and  neighboring  farm- 
ers. The  results  obtained  from  the  work  of  boys  who  have  been 
trained  in  these  camps  have  varied  greatly.  In  some  instances 
farmers  complain  of  the  inefficiency  and  playfulness,  or  even  mal- 
iciousness, of  boys,  while  in  other  instances  the  boys  gave  complete 
satisfaction  and  rendered  excellent  and  effective  service.  The 
experience  of  last  year  shows  clearly  that  success  with  boys'  camps 
depends  largely  on  having  an  efficient  leader,  a  man  who  has  not 
forgotten  the  fact  that  he  was  once  himself  a  boy  and  who  under- 
stands boy  psychology.  With  such  a  leader  the  supetrabundant 
energy  of  young  boys  may  easily  be  directed  into  useful  channels, 
with  the  result  that  a  great  amount  of  good  work  is  accomplished 
to  the  benefit  of  both  the  boys  and  the  farmer.  Under  such  condi- 
tions a  better  understanding  is  brought  about  between  the  farmer 
and  the  city  boy  and  the  way  is  paved  for  a  still  closer  cooperation 
between  these  two  classes  of  our  population. 

In  most  of  these  camps  it  has  been  found  desirable  to  have  a 
certain  degree  of  military  organization  and  routine.     By  these 
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means  the  boys  are  taught  personal  responsibility  and  personal 
hygiene,  and  are  enabled  to  carry  with  them  from  the  city  to  the 
farm  the  essential  features  of  their  own  social  community. 

It  is  imfortunately  impossible  to  give  detailed  statistics  showing 
in  figures  the  results  of  the  operations  of  the  Department  of  Agri- 
culture in  handling  the  farm  labor  problem.  Thus  far  the  men 
we  have  employed  to  do  this  work  have  been  too  busy  to  collect 
statistics  covering  all  points  connected  with  the  work.  We  have 
hesitated  to  ask  them  to  file  statistical  reports  for  fear  of  inter- 
fering with  the  urgent  work  of  the  Farm  Help  Specialists.  We 
have,  for  example,  nothing  like  complete  statistics  for  any  state 
of  the  number  of  men,  boys,  and  women  placed  in  farm  positioois 
as  a  result  of  our  campaign.  Our  fragmentary  statistics  indicate 
that  more  than  100,000  city  boys  not  ordinarily  eftnployed  on 
farms  worked  for  a  considerable  period  during  the  past  summer 
either  at  general  farm  work  or  in  harvesting  or  truck-gardening 
work.  The  size  of  the  harvest  army  which  handles  the  wheat  crop 
of  the  central  states  could  not  be  measured  with  any  degree  of 
accuracy.  The  men  who  composed  this  army  came  from  many 
sources,  some  as  a  result  of  advertisement  by  the  Employment 
Service  of  the  United  States  Department  of  Labor,  some  through 
the  efforts  of  the  Farm  Help  Specialists  of  the  Department  of 
Agriculture,  and  some  as  a  result  of  newspaper  propaganda  or 
of  their  own  initiative. 

No  evidence  has  been  obtained  that  more  men  were  hired  on 
farms  in  1917  than  in  1916.  In  fact  in  some  localities  the  number 
of  hired  men  was  actually  less  than  during  the  previous  year.  For 
example,  in  North  Dakota  in  twenty-four  counties  in  which  fairly 
complete  statistics  were  obtained,  the  number  of  hired  men  in  1916 
was  5900  while  in  1917  it  was  only  5876.  As  already  mentioned 
there  has  been  a  general  speeding-up  of  farm  work  on  the  part  of 
farmers  themselves.  The  amoimt  of  family  labor  was  considerably 
increased  over  that  of  the  previous  year.  Women  in  particular  did 
an  unusual  amount  of  farm  labor. 

One  unfortunate  result  of  the  present  economic  disturbance  is 
the  fact  that  both  the  farmer  and  the  labprer  have  been  tem- 
porarily spoiled  by  high  prices.  The  farmer  complains  that  the 
laborer  is  asking  too  much  for  his  work  and  the  laborer  in  turn 
complains  that  by  reason  of  the  high  prices  which  prevail  for  farm 
products  the  farmer  can  afford  to  pay  higher  wages  and  is  really 
offering  ridiculously  low  wages.    The  farmer  can  afford  to  pay 
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more,  but  the  laborer  must  not  be  unreasonable.  It  is  obviously 
necessary  that  all  of  us  should  adjust  ourselves  to  the  new  condi- 
tions both  of  prices  and  of  economic  competition  between  different 
industries  and  agriculture. 

The  problem  of  farm  labor  is  not  a  new  one.  It  has  always 
existed.  The  farmer  has  always  complained  of  the  inefficiency  of 
the  farm  labor,  and  the  laborer  in  turn  has  always  complained  of 
poor  housing  conditions,  poor  food,  and  bad  treatment  on  farms. 
The  laborer  has  complained  most  bitterly  perhaps  of  irregularity 
in  hours  rather  than  the  length  of  the  day's  work  on  the  fbrm. 
He  has  also  resented  the  fact  that  in  many  instances  his  social 
status  is  wholly  anomalous  and  indefinable,  since  he  appears  to  be 
neither  a  member  of  the  family  nor  of  any  other  recognized  status. 
In  fact  he  seems  to  feel  that  from  the  view  point  of  the  farmer  he 
is  neither  flesh,  fowl,  nor  good  red  herring.  It  is  plainly  necessary 
that  both  parties  should  get  together  and  reach  an  understanding. 
Each  must  meet  the  other's  reasonable  requirements.  The  results 
shown  by  every  conscientious  effort  on  the  part  of  farmers  and 
their  help  to  come  to  an  understanding  as  to  each  other's  rights, 
privileges,  and  social  status  have  been  a  source  of  comforting  sur- 
prise. For  example,  in  two  neighboring  counties  in  one  of  the 
southern  states  the  economic  appeal  to  laborers  to  migrate  out- 
side the  county  for  industrial  work  was  equally  great.  In  one  of 
these  counties  it  happened  that  a  voluntary  movement  was  in 
progress  among  the  farmers  to  treat  their  labor  with  a  little  more 
consideration  than  had  been  the  case,  thus  recognizing  the  desire 
of  every  man  to  be  treated  as  a  human  being.  In  the  other  county 
no  change  was  made  in  the  traditional  method  of  handling  labor. 
The  migration  of  Negroes  from  the  latter  county  was  very  exten- 
sive while  it  was  hardly  noticeable  in  the  former  county. 

The  farm  labor  problem  is  a  community  function,  requiring  the 
hearty  cooperation  of  urban  and  rural  populations.  The  farmer's 
business  cannot  be  so  arranged  that  he  can  employ  the  same  num- 
ber of  men  continuously  the  year  around.  At  harvest  time,  at 
fruit-picking  time,  and  on  other  occasions  there  is  a  demand  for 
a  number  of  extra  laborers.  It  is  unreasonable  to  maintain  an 
economic  system  in  which  a  number  of  men  lie  idle  for  a  large 
portion  of  the  year  merely  for  the  purpose  of  performing  this 
emergency  labor  at  harvest  time.  It  is  far  better  that  the  city 
population  recognize  their  duty  as  members  of  the  community 
and  that  they  adjust  their  business  affairs  so  that  they  can  go 
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out  on  the  farms  and  do  the  emergency  work  of  harvest  and  of 
other  occasions  requiring  extra  help. 

The  Farm  Help  Specialist  has  an  extremely  important  and  diffi- 
cult function  to  perform.  He  must  be  a  source  of  leaven  and  in- 
spiration to  bring  all  state  and  federal  agencies  into  harmony 
within  the  state.  His  functions  are  obviously  hard  to  define  or 
limit,  since  they  must  be  so  flexible  and  variable  in  nature,  depend- 
ing upon  the  conditions  existing  in  each  state. 

The  results  obtained  in  our  farm  labor  work  of  the  past  crop 
season  indicate  that  there  is  labor  enough  in  the  country  if  it  is 
properly  distributed  and  efficiently  employed.  There  appears  to 
be,  in  other  words,  no  absolute  shortage  of  labor.  There  are  many 
local  disturbances  due  to  the  imusual  competition  for  labor  at 
high  wages,  and  in  certain  localities  farmers  have  suffered  for 
want  of  labor  and  have  found  it  difficult  to  secure  help  in  the 
places  where  they  had  usually  found  it.  This,  however,  is  no  time 
either  for  pessimism  or  for  overconfidence.  The  situation  requires 
patience  and  above  all  genuinely  productive  work  on  the  part  of 
aU  citizens.  There  is  urgent  work  for  all.  No  one  has  a  good 
excuse  today  for  not  working.  There  is  no  place  in  the  present 
economic  system  for  loafers  or  slackers.  The  situation  which  has 
developed  as  a  result  of  the  European  war  is  new  to  all  of  us 
and  many  annoying  local  disturbances  have  occurred  requiring 
much  patience.  Readjustments,  however,  are  rapidly  taking  place* 
The  farmer  is  gradually  realizing  that  with  the  present  prices 
of  farm  products  he  can  pay  higher  wages,  and  in  fact  the  country 
as  a  whole  is  awaking  to  a  realization  of  the  duty  of  every  citizen 
to  find  a  niche  where  he  can  be  of  most  service  and  to  perform 
his  share  of  fundamental  productive  work.  The  necessity  for  a 
higher  efficiency  of  labor  and  for  more  extensive  use  of  labor-saving 
devices  and  cropping  systems  designed  for  the  better  utilization 
of  farm  labor  has  been  too  largely  considered  as  an  academic 
proposition.  This  necessity  is  now  a  condition,  not  a  theory.  The 
real  problem  before  us  is  therefore  not  to  find  laborers  in  China 
or  Timbuctoo  to  do  our  work  but  to  d%  it  ourselves.  We  are  going 
at  this  problem  with  open  eyes  and  open  minds  and  with  the  co5p- 
eration  of  all  classe9  of  population  we  shall  surely  succeed. 


EMPLOYMENT  AND  THE  LABOR  MARKET 

By  Chaut.hs  B.  Babnes 
New  York  State  Employment  Bureau 

The  subject  of  employment  and  the  labor  market  is  probably 
at  this  time  exciting  more  general  attention  than  ever  before. 
We  have  had  great  financial  depressions,  during  which  the  subject 
of  unemployment  was  much  discussed,  but  never  in  this  country 
has  the  subject  of  employment  and  an  adequate  supply  of  labor 
been  so  generally  considered. 

It  is  fortunate  that  a  great  industrial  state  like  New  York  has, 
at  this  time,  the  beginnings  of  an  adequate  public  employment 
office  system — ^an  organized  bureau  which  can  not  only  be  of  great 
direct  aid  in  the  present  emergency,  but,  what  is  of  far  more  im- 
portance, an  organization  which  can  bring  together  up-to-the- 
minute  data  on  the  labor  situation  and  thus  be  in  a  position  to 
suggest  ways,  both  to  employers  and  employees,  in  which  some 
of  the  present  difficulties  can  be  overcome,  and  point  to  remedies 
which  will  relieve  the  situation. 

The  organization  of  a  State  Bureau  of  Employment  in  New 
York  was  commenced  in  1915,  and  at  the  present  time  the  Bureau 
has  offices  in  Buffalo,  Rochester,  Syracuse,  Albany,  and  New  York 
City,  with  small  branches  in  Auburn,  Oswego,  Williamsburgh,  and 
Long  Island  City.  The  Bureau  has  an  administrative  office  in 
New  York  City,  to  which  are  sent  daily  reports  from  each  office 
throughout  the  state.  These  reports  from  the  large  industrial 
centers  of  the  state  enable  the  main  office  to  get  a  good  general 
view  of  the  labor  situation. 

As  evidencing  the  activity  of  the  offices  in  direct  placement 
work,  I  quote  you  a  few  figures  from  the  monthly  statistics. 
During  the  past  twelve  months  these  offices  have  registered  (both 
men  and  women)  a  few  over  90,000  people,  and  received  requests 
from  employers  for  nearly  114,000  workers.  The  offices  referred 
out  to  jobs  over  111,000  persons.  Up  to  this  time,  of  the  111,000 
persons  referred,  it  has  been  definitely  learned  that  73,370  have 
actually  secured  jobs.  Dividing  these  placements  according  to 
trades  and  occupations,  we  find  that  a  few  over  one-half  of  them 
are  in  the  manufacturing  and  mercantile  pursuits,  about  one-third 
are  casuals,  domestics  and  hotel  workers,  and  nearly  IS  per  cent 
agricultural.    It  will  be  noted  that  only  90,000  people  were  regis- 
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tered,  while  over  111,000  were  sent  out.  The  difference  here  is 
accounted  for  by  the  fact  that  the  offices  had  many  thousands  of 
names  on  the  registration  lists  prior  to  the  twelve  months'  period 
for  which  we  are  giving  the  figures.  The  offices  have  been  visited 
in  this  past  year  by  many  thousands  more  than  the  90,000  spoken 
of.  The  pressure  of  work  on  our  limited  force  at  the  present  time 
does  not  allow  the  registering  of  each  worker  who  comes  to  us, 
unless  there  is  a  job  ready  waiting  to  which  he  can  be  sent. 

During  the  past  two  weeks,  our  offices  in  both  the  men's  and 
women's  departments  have  been  visited  by  hundreds  of  workers. 
There  is  no  office  that  does  not  report  more  than  100  applicants 
for  work  a  day,  and  some  of  the  offices  report  from  SOO  to  400 
seekers  for  jobs.  In  spite  of  this  fact,  we  hear  on  every  hand 
about  the  shortage  of  labor.  There  is  said  to  be  a  shortage  of 
workers  in  the  shipyards,  a  shortage  of  workers  in  the  munitions 
factories,  a  shortage  of  workers  in  the  knitting  mills,  and  in  many 
other  places  where  war  supplies  are  being  made.  Some  of  these 
reports  are  true,  and  others  are  mere  exaggeration.  In  some 
cases  employers  give  out  the  word  that  they  will  need  800  or  SOOO 
workers,  meaning  thereby  that  they  expect,  in  the  course  of  the 
next  six  weeks  or  six  months,  to  take  on  this  number  of  workers, 
but  the  man  who  writes  up  the  story  knows  that  it  does  not  sound 
^^good"  to  spread  the  demand  out  over  such  a  long  time,  and  so 
we  read  in  the  headlines  that  such  and  such  a  place  is  needing 
hundreds  of  thousands  of  workers.  For  instance,  on  a  certain 
day  about  the  first  of  November,  an  article  appeared  in  hundreds 
of  newspapers,  telling  that  400,000  workers  were  needed  in  ship- 
yards. About  three  days  after  this  there  appeared  in  the  New 
York  Times  a  triple-headed  article  to  the  effect  that  the  Port 
Newark  Terminal  Shipyard  needed  12,000  men  and  requested  all 
men  able  to  do  work  in  this  line  to  give  up  their  jobs  and  go  to 
the  shipyards.  On  reading  this  article  I  first  ascertained  that 
our  New  York  office  had  on  that  day  between  400  and  600  men 
who  were  capable  of  doing  work  of  this  kind.  I  called  up  the 
United  States  Emergency  Fleet  Corporation,  and  got  their  em- 
ployment manager.  On  stating  that  we  were  ready  to  send  them 
men,  I  was  informed  by  Mr.  Brady  that  they  did  not  need  any 
men.  When  I  quoted  the  newspaper  article  he  said  it  was  exag- 
gerated. I  then  offered  to  send  him  a  few  skilled  men  in  certain 
specific  lines,  which  brought  out  the  fact  that  he  was  troubled 
by  personal  requests  of  workers  at  the  gates,  and  that  he  actually 
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had  over  4000  registrations  on  his  books,  and  was  turning  away 
men  every  day.  This  is  but  a  single  example,  but  we  can  duplicate 
this  in  every  office  throughout  the  state,  so  that  this  one  case  can 
be  multiplied  many  times. 

It  is  true  we  have,  in  the  past  few  months,  been  unable  to  fill 
many  orders,  but  mainly  because  these  orders  have  called  for 
certain  technically  trained  workers  in  a  line  in  which  there  is  such 
a  demand  that  all  of  the  highly  skilled  in  that  particular  line  have 
been  taken  on. 

Where  we  have  investigated  scarcity  of  labor,  we  have  found 
three  predominant  factors :  either  the  call  was  for  trained  workers 
in  technical  lines;  or  the  demand  was  for  husky  laborers  to  do 
work  calling  for  strong  physique  and  endurance;  or  investigation 
showed  that  the  employer  was  offering  too  low  a  wage,  often 
coupled  with  long  hours  and  bad  working  conditions. 

The  cure  for  the  last  factor  of  low  wages  and  bad  conditions 
is  too  self-evident  to  call  for  any  comment. 

As  to  the  second  factor,  the  call  for  laborers,  especially  laborers 
of  strong  physique,  is  a  very  fluctuating  one,  with  the  demand  in 
most  cases  exceeding  the  supply.  There  would  seem  to  be  good 
reason  to  believe  that  there  is  an  actual  shortage  in  this  line. 
Immigration  of  Huns,  Poles,  and  Slavs  has  practically  ceased. 
Many  Greek  and  Italian  reservists  returned  to  their  countries 
soon  after  the  outbreak  of  the  war.  We  have  depended  largely 
upon  these  races  for  our  laborers  and  very  few  native-bom  Amer- 
icans go  into  this  field.  In  spite  of  all  this,  however,  we  have  time 
and  again  in  our  different  offices  been  able  to  fill  orders  for  laborers 
where  the  wages  offered  were  high.  Apparently  some  of  these 
applicants  had  left  semi-skilled  jobs  because  the  wages  offered 
for  laborers  were  sufficiently  above  those  paid  for  semi-skilled 
work  to  make  common  labor  attractive. 

As  regards  the  first  factor,  the  call  for  skilled  and  semi-skilled 
workers  in  technical  lines,  there  is  a  steady  and  persistent  demand 
for  the  very  highly  trained  men.  This,  however,  does  not  indicate 
a  real  shortage  of  labor.  There  is  no  real  shortage  of  labor  in 
this  country  as  yet.  There  is,  however,  an  apparent  shortage 
which  can  be  remedied  by  adapting  ourselves  to  our  changed  con- 
ditions. Let  us  look  into  the  facts  as  regards  the  labor  loss  result- 
ing from  the  war,  in  New  York  State.  The  state  census  of  1915 
showed  a  total  population  of  9,687,000.  Calculating  from  the 
percentage  of  workers  shown  by  the  United  States  Census   of 
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1910,  there  are  at  the  present  time  in  the  state  of  New  York  about 
SySOOyOOO  persons  engaged  in  gainful  occupations.  On  the  other 
hand,  from  the  figures  given  out  as  well  as  from  liberal  estimates 
made,  the  Army,  Navy  and  the  Red  Cross  have  taken  about  140,- 
000  men  out  of  this  total  of  over  3,000,000  workers.  Another 
heavy  military  draft  will  have  to  be  made  before  the  labor  power 
of  the  state  is  materially  affected. 

The  truth  of  the  matter  is  that  imtil  a  very  short  time  ago 
there  has  been  a  great  loss  of  man  power  in  this  state  because  of 
unemployment.  Everyone  is  aware  of  the  fact  that  until  three 
years  ago  an  advertisement  offering  any  position  with  fairly  at- 
tractive wages  would  bring  to  factory  or  plant  gates  a  large  crowd 
of  eager  applicants.  It  is  also  well  known  that  from  all  the  work 
places  in  every  industrial  community  there  were  turned  away  each 
morning  hundreds  of  men  willing  to  work.  This  meant  a  great 
loss  of  man  power  to  the  country,  for  these  hundreds  and  thou- 
sands of  workers  lost  anywhere  from  three  days  to  three  months 
finding  a  proper  job,  and  the  total  loss  of  days'  work  calculated 
in  man  power  was  appalling.  Society  passed  over  this  loss  with- 
out notice  save  when  it  was  emphasized  by  bread  lines  and  soup 
kitchens.  Now  we  realize  what  we  were  wasting  and  are  com- 
mencing to  take  up  the  slack,  though  even  yet  hundreds  are  turned 
away  from  various  plants  every  morning. 

"But,"  says  the  employer,  "these  men  are  not  trained  or  are 
unfit  and  I  must  have  trained  men  right  away."  Granted  that 
a  small  percentage  of  the  men  are  unfit  and  that  only  a  few  of 
them  are  technically  trained,  then  the  only  answer  is  that  em- 
ployers at  their  own  or  at  government  expense  must  train  these 
men.  The  United  States  is  just  now  teaching  thousands  of  men 
how  to  shoot  a  gun  and  handle  a  bayonet.  Is  it  not  just  as  de- 
sirable, in  this  emergency,  to  teach  men  how  to  handle  a  tool  and 
a  machine?  Many  thousands  of  the  soldiers  are  at  this  time  just 
as  unfamiliar  with  the  rifle  and  the  bayonet  as  are  thousands  of 
workers  with  the  tool  and  the  machine.  More  men  than  are  now 
trained  will  be  needed  to  do  the  technical  work  coming  into  exist- 
ence through  the  needs  of  the  war.  There  are  enough  human 
beings  to  do  this  work  and  now  is  the  time  to  prepare  for  the 
training.  The  necessity  for  this  training  is  not  just  now  so  ap- 
parent, because  the  real  labor  shortage  is  not  yet  here.  This,  as 
we  have  already  said,  is  not  only  shown  by  the  number  of  workers 
coming  to  our  employment  offices,  but  in  the  last  few  weeks  we  are 
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constantly  hearing  from  our  offices  throughout  the  state  of  this 
plant  here  and  that  plant  there  laying  off  men.  Sometimes  it  is 
only  20  or  30  men.  Other  times  it  is  from  800  to  600.  We  have 
the  actual  data  of  the  name  of  the  firm  and  the  number  laid  off 
in  hundreds  of  ctuses.  Various  causes  are  assigned.  Lack  of  ma- 
terials— ^generally  steel  or  coal — ^is  the  main  reason  given.  Some 
plants  tell  that  the  government  has  requested  them  to  reduce  their 
output  because  it  is  nonessential.  Then,  too,  it  is  a  transition 
period.  Certain  plants  have  closed  down  so  that  they  may  change 
their  machinery  to  make  a  product  they  have  not  heretofore  pro- 
duced. 

It  is  at  this  point  that  the  usefuhiess  of  the  public  employment 
offices  becomes  so  apparent.  When  men  are  laid  off  at  one  place, 
there  should  be  a  common  center  to  which  they  can  turn  to  learn 
all  about  the  openings  either  in  their  own  vicinity  or  in  the  country 
at  large,  to  the  end  that  there  shall  be  as  little  loss  of  time  between 
jobs  as  possible.  The  importance  of  public  employment  offices 
is  now  recognized  on  every  hand.  The  American  Federation  of 
Labor  at  Buffalo  demanded  the  establishment  of  a  national  bu- 
reau of  employment,  not  only  for  the  present  needs,  but  for  future 
aid  in  the  demobilizing  of  our  army.  The  creation  of  such  a 
bureau  is  called  for  by  the  American  Association  for  Labor  Legis- 
lation, the  United  States  Labor  Department,  and  the  United 
States  Shipping  Board. 

Li  the  meantime  the  newspapers  continue  to  proclaim  a  great 
shortage  of  labor  and  to  recite  stories  of  abnormal  earnings, 
especially  in  mimition  factories.  This  adds  to  the  general  rest- 
lessness caused  by  the  fact  that  we  are  at  war  and  results  in 
much  shifting  of  workers,  with  great  increase  of  "turnover"  and 
the  loss  of  man  power.  Li  many  cases  where  labor  shortage  is 
spoken  of,  what  is  really  meant  is  the  "turnover."  A  worker 
reading  of  labor  shortage  and  of  large  earnings  gets  restless,  quits 
his  job,  and  goes  hunting  the  wage  El  Dorado.  Li  truth  such 
places  are  not  many.  Where  a  contractor  has  a  government  job 
on  a  cost-plus-profit  basis  there  is  the  temptation  to  make  the 
labor  item  high,  for  his  percentage  comes  from  this  item  as  well 
as  the  item  of  materials.  But  inquiry  as  to  wages  made  in  a  large 
munitions  plant  with  a  straight  government  contract  brought  the 
answer  that  the  average  wage  of  the  8000  employees  was  "about 
$8.00  per  day." 

To  sum  up:    There  are  in  this  country  enough  human  beings 
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potentially  capable  of  doing  all  the  work  required,  and  that  too 
without  materially  (as  yet)  increasing  our  number  of  women 
workers.  But  large  bodies  of  workmen  will  have  to  be  trained 
and  retrained  to  meet  new  technical  needs,  and  employers  must 
face  the  problem  of  doing  this  training.  It  should  be  faced  now, 
for  until  it  is  done  the  method  will  be  for  one  employer  to  steal 
workers  from  the  other,  a  method  more  than  wasteful.  This  is 
already  being  done  to  such  an  extent  that  whole  communities  are 
hiring  so-called  employment  experts,  whose  only  experience  is 
shown  in  stealing  trained  workers  from  other  conmiunities.  While 
we  are  doing  this  stealing  in  our  effort  to  avoid  spending  the  time 
and  money  to  train  men,  we  are  jeopardizing  the  lives  of  our  boys 
in  the  French  trenches.  When  employers  have  been  approached 
on  the  subject  of  training  men  they  have  refused  on  the  ground 
that  as  soon  as  they  get  them  trained  the  men  will  be  stolen  from 
them. 

The  only  remedy  is  cooperation.  Might  I  suggest  that  a  con- 
ference of  employers  and  representatives  of  labor  be  called  in  each 
industrial  center,  or  for  the  country  as  a  whole?  This  conference 
should  consider  the  subject  of  training  workers,  the  number  neces- 
sary in  each  industry,  the  number  to  be  trained  by  the  different 
plants,  and  the  aid  which  could  be  given  by  those  industries  not 
then  needing  trained  workers.  Not  only  could  workers  be  trained 
in  the  factory,  but  every  plant  turning  out  machines  could  train 
workers  as  the  machine  was  building,  so  that  with  every  machine 
sent  out  there  would  also  go  a  trained  operative.  In  order  to 
lessen  the  necessity  for  all-around  mechanics  who  require  long 
training,  the  subdivision  of  work  into  operations  ought  to  be  care- 
fully considered.  Government  contracts  should  not  be  allotted 
beyond  the  ability  of  the  section  to  furnish  the  necessary  labor, 
thus  saving  the  shifting  of  workers.  A  firm  with  a  contract  which 
must  be  finished  in  six  months  sends  out  an  appeal  asking  that 
hundreds  of  workers  be  sent  from  another  community.  Work  is 
more  mobile  than  labor. 

It  would  be  presumptuous  for  me  to  enter  into  too  many  details. 
That  is  the  province  of  the  conference.  But  it  will  not  do  to  put 
this  matter  off  until  ^^a  more  convenient  season."  We  have  too 
long  considered  this  war  a  side  issue.  It  is  time  we  realized  other- 
wise. Let  us  profit  by  a  page  from  England's  bitter  experience. 


EMPLOYMENT  OF  LABOR  AND  THE  WAR— DISCUSSION 

Fbank  App. — Labor  distribution  is  more  tban  the  bringing  together 
of  the  laborer  and  the  labor^  for  if  successful  it  mast  place  the  right 
man  in  the  right  place  with  the  right  employer.  Such  distribution 
must  be  the  aim  of  all  the  plans  and  all  the  organizations  for  the  dis- 
tribution of  labor. 

Some  authorities  today  appear  to  believe  that  there  is  plenty  of  la- 
bor in  this  country  for  all  industries.  If  true  the  distribution  is  woe- 
fully inefficient.  Usually  the  law  of  supply  and  demand  regulates  the 
distribution  with  a  fair  degree  of  satisfaction.  Canada  has  cared  for 
her  agriculture  and  essential  industries  by  withdrawing  labor  from 
unessential  work  and  placing  it  upon  essential  industries.  We  shall 
need  to  do  the  same  to  maintain  the  production  of  our  farms  and  other 
essentials.  Doing  so  promptly  will  save  us  from  embarrassment  and 
want  later. 

The  federal  department  proposes  to  care  for  the  distribution  of 
farm  labor  through  a  dual  organization^  composed  of  the  federal  and 
state  labor  departments  cooperating.  This  organization  will  recruit 
the  labor^  while  the  federal  and  state  agricultural  departments^  with 
the  colleges  of  agriculture  cooperating^  will  find  out  the  needs  of  the 
farmers  and  make  them  known  to  the  federal  and  state  labor  bureaus. 
These  labor  bureaus  can  then  prepare  for  the  labor  shortage  and  re- 
cruit the  men  wanted.  To  make  this  successful  and  to  furnish  an 
efficient  supply  will  require  careful  selection  and  placing  of  the  men. 
The  farmer  cannot  afiPord  such  a  labor  turnover  as  the  manufacturer 
has.  The  nature  of  his  business  does  not  allow  it.  When  we  con- 
sider that  the  farmer  ordinarily  hires  but  one  or  two  men^  and  that  his 
year's  operations  depend  in  a  large  measure  upon  having  efficient  men^ 
we  can  imderstand  that  poor  distribution  is  but  little  better  than  no 
distribution. 

Most  farm  labor  is  skilled  labor.  Consequently  but  a  limited  amount 
of  unskilled  or  inexperienced  labor  can  be  used.  Further  it  would  be 
foolish  to  place  many  inexperienced  laborers  on  farms  where  their 
efficiency  would  be  low^  when  there  is  plenty  of  experienced  farm  la- 
bor to  be  had  if  properly  distributed.  During  the  past  year  the 
American  farmer  raised  the  largest  crop  in  the  history  of  our  agricul- 
ture. This  was  done  with  a  decreased  supply  of  labor.  It  was  done 
with  more  than  ordinary  effort  on  his  part.  Part  of  the  crop  went 
unharvestedj  because  of  labor  shortage.  The  slack  in  the  farm  labor 
throughout  the  northern  states  was  pretty  well  taken  up>  and  further 
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decreased  supply  must  mean  decreased  production.  The  supply  of 
farm  labor  has  been  decreasing  steadily  and  the  American  public  must 
replenish  the  loss  if  production  is  to  be  maintained.  The  need  is  not 
only  for  harvest  labor^  but  for  year  and  month  hands  as  well.  This 
need  should  be  placed  on  a  par  with  the  equipment  of  our  armies^  and 
the  furnishing  of  war  materials.  We  must  supply  our  allies  with  food 
as  well  as  take  our  place  on  the  western  front. 

During  the  past  year  boys'  farm  camps  were  established  in  many 
parts  of  the  United  States.  The  success  of  these  was  quite  varied. 
For  certain  kinds  of  labor^  boys  may  answer^  yet  the  city  boy  cannot 
be  expected  to  furnish  a  large  amount  of  farm  labor.  He  is  better 
fitted  for  city  work.  If  the  movement  is  considered  from  the  point  of 
view  of  an  educational  advantage  for  the  city  boy,  then  the  movement 
may  be  sound.  But  the  public  should  not  expect  too  much  from  the 
city  boy  as  a  farm  asset.  Some  suggest  women  as  a  source  of  farm 
labor;  others  suggest  the  admission  of  Chinese  to  fill  the  gap.  Women 
always  have  done  some  farm  work,  and  a  good  deal  may  be  expected 
from  them,  especially  from  those  who  have  had  experience  as  girls  on 
^he  farm.  Chinese  are  not  accustomed  to  our  methods  and  if  obtain- 
able would  not  be  desirable.  This  is  no  time  for  new  and  ui^tried 
theories.  By  the  proposed  organization  described  by  Messrs.  Wilcox 
and  Seager,  a  better  distribution  of  farm  labor  should  be  obtained; 
and,  should  this  not  fill  the  need,  the  manufacture  of  some  unessen- 
tials,  or  the  employment  of  able-bodied  men  for  certain  kinds  of  work, 
should  cease. 

Rex  £.  Willard. — ^At  a  special  session  of  the  Maryland  Legisla- 
ture in  June,  1917,  a  Compulsory  Work  Law  was  enacted  and  this  law 
went  into  effect  on  August  20,  1917.  The  law  provides  for  the  regis- 
tration of  all  male  persons  between  the  ages  of  eighteen  and  fifty  who 
are  not  regularly  and  continuously  employed.  There  are  certain  ex- 
ceptions provided  for,  such  as  those  not  able-bodied,  those  engaged  in 
seasonal  occupations,  those  who  are  temporarily  out  of  employment  on 
account  of  differences  with  their  employersr,  students,  and  those  fitting 
themselves  for  engaging  in  trade  or  industrial  pursuits,  and  certain 
others.  Section  2  of  the  act  provides  specifically,  "That  all  persons 
able  to  support  themselves  by  reason  of  ownership  of  property  or 
income,  and  those  supported  by  others,  shall  be  included  among  those 
required  to  register  under  this  Act." 

Any  person  who  may  be  amenable  to  the  law  and  who  fails  to  regis- 
ter voluntarily  may  be  arrested  and  if  he  cannot  show  that  he  comes 
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under  one  of  the  statutory  exemptions^  he  may  be  fined  not  more  than 
$50  (and  costs)  and  be  compelled  to  register.  The  law  is  continuous 
in  operation  in  that  an  individual  may  show  that  he  is  regularly  em- 
ployed at  one  time  but  later  is  out  of  employment;  he  is  then  required 
to  register;  he  then  is  assigned  or  reassigned  at  any  time  while  the 
law  is  in  effect. 

The  act  provides  that  after  registration  with  the  clerk  of  the  Cir- 
cuit Court  of  the  respective  counties^  or  with  the  clerk  of  the  Superior 
Court  of  Baltimore  City,  the  registrants  shall  be  assigned  to  any  one 
of  such  occupations  as  shall  be  designated  by  proclamation  of  the  gov- 
ernor for  a  period  of  not  to  exceed  six  months  in  any  one  assignment. 
Various  proclamations  by  the  governor  from  time  to  time  have  desig- 
nated the  following  occupations  to  which  registrants  may  be  assigned: 
work  on  state  or  county  roads  or  the  streets  of  Baltimore  City;  can- 
nery work;  farm  work;  work  in  hospitals,  box  factories,  shipyards; 
and  "work  in  the  state  of  Maryland  by  or  in  behalf  of  the  United 
States  or  by  and  in  behalf  of  the  state  of  Maryland  in  connection 
with  the  prosecution  of  the  present  war.'' 

It  is  further  provided  that  the  number  of  hours  per  day  and  the 
number  of  days  per  week  that  the  registrant  shall  work  shall  be  in 
accordance  with  the  usual  and  lawful  requirements  of  the  occupation 
to  which  he  is  assigned,  and  further,  that  the  amount  of  wages  paid 
the  registrant  taking  assigned  work  shall  be  the  usual  wage  for  this 
class  of  labor.  In  the  case  of  assignments  to  private  employers  the 
state  guarantees  the  payment  of  wages  earned;  in  case  the  private 
employer  does  not  make  payment  the  wages  are  paid  from  the  treasury 
of  the  state,  but  private  employers  are  required,  technically,  to  give 
bond  in  the  amount  of  the  total  possible  wages  that  any  assigned 
laborer  may  earn  and  upon  payment  of  the  wages  by  the  state  the  bond 
is  declared  ''in  default"  and  shall  be  put  in  suit  by  the  state.  No  bond 
is  necessary  in  state,  county,  or  municipal  work. 

If  the  registrant  fails  to  take  the  work  to  which  he  is  assigned, 
he  is  subject  to  arrest  for  non-compliance  with  the  law  and  upon  con- 
viction may  be  fined  not  to  exceed  $500  or  imprisoned  not  to  exceed 
six  months  or  both. 

Section  6  of  the  act  provides  as  follows:  ''That  this  Act  is  hereby 
declared  to  be  an  emergency  law  and  necessary  for  the  immediate 
preservation  of  the  public  safety,  and  being  passed  upon  a  yea  and 
nay  vote  supported  by  three-fifths  of  all  the  members  elected  to  each 
of  the  two  houses  of  the  General  Assembly,  the  same  shall  take  effect 
from  the  date  of  its  passage." 
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By  the  following  outline  of  the  operation  of  the  Compulsory  Work 
Act,  as  conducted,  Mr.  George  A.  Mahone,  Director  of  the  Compulsory 
Work  Bureau,  shows  something  of  the  effectiveness  and  success  of 
the  law: 

Outline  of  Operatioxs  and  Number  or  Cases  Ekcouktebed  to 

November  1,  1917 

Registrations,  819  —  Voluntary,  695;  Involuntary  (Arrests),  124 

A.  Voluntary  appearances  and  exemptions,  20 

B.  To  be  assigned,  237 

C.  Assigned,  562 

I.  Took  work  assigned,  5 
II.  Not  yet  heard  from,  209 
III.  Summons  to  Police  Court,  248 

1.  Summons  dismissed 

a)  Have  work,  223 

b)  Exempt 

c)  Not  found 

2.  Appeared   Director's  office  a/c   summons — Exempted,   summons 
withdrawn 

3.  Warrants  of  arrests,  15 

a)  Dismissed 

(1)  Have  work 

(2)  Exempted 

(3)  Not  found 

b)  Pending,  4 

c)  Convicted,  11 

(1)  Fined,  7 

(a)  Fine  paid 

(b)  Appeal  (only  where  fine  is  more  than  $50) 

(c)  Jail  in  default  of  fine 

(2)  Sentenced,  4 

(a)  To  house  of  correction,  1 

(b)  To  jail,  2 

(c)  Appealed,  1 

Of  the  819  registrations  from  August  20  to  November  1^  510  were 
in  Baltimore  City  and  S09  were  in  the  counties.  All  of  the  124  arrests 
for  failure  to  register  were  in  rural  communities;  the  absence  of  ar- 
rests in  Baltimore  City  is  due  to  an  arrangement  with  the  police  where- 
by a  loafer  when  encountered  by  an  officer  was  given  the  option  of 
registering  at  once^  by  the  use  of  the  registration  cards  carried  by  the 
officer^  or  being  arrested.  Since  November  1^  125  additional  registrants 
have  been  recorded  in  the  city^  and  there  have  been  some  arrests  and 
convictions.  A  considerable  number  of  registrants  in  the  rural  dis- 
tricts have  not  yet  been  reported. 

It  should  be  noted  that  in  Maryland  where  the  penalty  under  con- 
viction does  not  include  a  jail  sentence  or  a  fine  in  excess  of  $50  no 
jury  trial  is  allowed  under  the  law  and  no  appeal  can  be  taken  from 
the  decision.  Therefore  there  is  no  way  to  escape  the  penalty  for  not 
registering  other  than  a  writ  of  habeas  corpus  or  a  writ  of  certiorari. 
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In  the  Compulsorj  Work  Law  no  definition  is  attempted  as  to  regular 
employment:  this  matter  is  therefore  entirely  in  the  judgment  of  the 
magistrates  or  justices  who  hear  the  cases  of  those  arrested  for  fail- 
ure to  register. 

Before  assignment  of  laborers  is  made  the  director  of  the  bureau 
enters  into  arrangements  with  state  road  engineers  or  others  to  take  the 
assigned  laborers  on  to  the  pay  rolls.  Upon  being  assigned^  lists  of 
those  assigned  to  them  are  furnished  to  the  proposed  employers  and 
these  employers  are  requested  to  make  returns  to  the  director  as  to 
the  number  reporting  for  work  and  the  character  of  the  work  done  by 
those  who  report. 

It  will  be  noted  (see  the  foregoing  outline)  that  of  the  562  as- 
signed^ only  5  took  work.  Returns  had  not  been  made  concerning  209. 
The  remaining  248  were  still  at  large  and  under  the  law ;  these  were 
subject  to  arrest  for  not  taking  the  work  assigned.  However^  the  di- 
rector of  the  Compulsory  Work  Bureau  is  not  trying  to  make  business 
for  lawyers  or  to  make  a  record  of  a  large  number  of  convictions  under 
the  law ;  rather  he  is  endeavoring  to  fulfil  the  intent  of  the  law  to  reduce 
idleness  and  produce  the  greatest  possible  economic  benefit  to  the 
state  by  causing  all  able-bodied  male  persons  to  become  engaged  vol- 
untarily in  productive  occupations.  Consequently^  instead  of  issuing 
warrants  of  arrest  for  those  not  reporting  for  work  as  assigned^  a 
summons  is  issued  which  is  returnable  any  time  within  five  days  of 
the  date  of  issue.  Thus  it  is  possible  for  a  man  to  answer  the  sum- 
mons without  interfering  with  his  work  if  he  happens  to  have  secured 
employment  at  some  other  job  than  that  to  which  he  was  assigned. 
While  this  is  a  privilege  rather  than  a  rights  the  value  of  this  proced- 
ure is  apparent  at  once  when  it  is  seen  that  of  the  248  on  whom  sum- 
mons was  served  223  were  dismissed  because  they  established  the  bona 
fide  defense  that  they  "had  work."  This  is  a  satisfactory  defense  under 
the  law  when  the  magistrate  is  satisfied  that  the  person  summoned  or 
under  arrest  has  regular  employment. 

On  the  other  hand,  if  warrants  of  arrest  had  been  sworn  out  at  once 
when  it  was  found  that  the  assigned  individuals  had  not  complied  with 
the  letter  of  the  law^  they  would  have  been  arrested  whenever  and 
wherever  founds  a  procedure  which  might  have  worked  to  defeat  the 
end  in  view,  since  the  average  employer  will  discharge  a  man  if  he  is 
arrested  while  in  his  employ. 

Of  the  248  on  whom  summons  was  served,  15  up  to  November  1  had 
not  complied  with  the  law  either  by  taking  work  assigned  or  finding 
other  work.     For  these,  therefore,  warrants  of  arrest  were  issued. 
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Their  cases  were  heard  and  disposed  of  as  indicated  in  the  foregoing 
outline. 

The  fact  that  there  is  a  real  "kick"  or  penalty  in  the  law  is  the  force 
that  produces  the  moral  effect.  A  fine  of  $50  or  jail  in  default  of 
payment  for  failure  to  register^  and  $500  fine  or  six  months'  impris- 
onment for  failure  to  comply  with  assignments^  are  real  penalties.  The 
advertising  of  convictions  and  penalties  adjudged  in  each  case  has 
been  a  big  factor^  apparently,  in  causing  idleness  to  cease.  The  fact 
that  there  have  been  comparatively  few  prosecutions  for  failure  to  take 
work  assigned  does  not  lessen  the  psychological  effect  on  the  classes  of 
individuals  affected. 

A  considerable  amount  of  systematic  recording  and  statistical  tabu- 
lation is  necessary  for  the  efficient  operation  of  the  law,  inasmuch  as 
every  individual  encountered  must  be  followed  up  and  the  facts  de- 
termined as  to  his  actions  in  the  various  steps  of  the  law's  operation. 
Consequently  a  filing  system  using  cards  of  convenient  size  was  de- 
vised, so  that  it  is  possible  on  a  moment's  notice  to  determine  the  status 
of  any  individual  previously  considered. 

A  number  of  factors  are  of  importance  in  the  efficient  operation  of 
the  Compulsory  Work  Act.  It  is  essential  that  the  director  have  an 
intimate  knowledge  of  the  psychology  of  the  class  of  people  encoun- 
tered, and  also  it  is  quite  necessary  that  he  have  a  considerable  knowl- 
edge of  the  practice  of  law.  It  is  clear  also  that  systematic  operation 
must  be  maintained  on  account  of  the  vast  number  of  details  that  are 
encountered.  The  present  director  of  the  Maryland  Compulsory  Work 
Bureau,  Mr.  George  A.  Mahone,  is  particularly  fitted  for  these  duties 
inasmuch  as  he  has  been  for  years  the  efficient  director  of  the  Federal 
Employment  Service  at  Baltimore ;  furthermore  he  is  a  lawyer,  having 
been  admitted  to  practice  at  the  bar  in  the  state  of  Maryland. 

One  of  the  greatest  factors  in  the  success  of  the  law  is  the  quality 
and  intensity  of  public  sentiment  toward  the  act  in  the  various  com- 
munities of  the  state.  While  there  has  been  a  large  amount  of  publi- 
city concerning  the  act,  it  has  been  necessary  to  conduct  direct  educa- 
tion with  the  state's  attorneys  and  other  officers  who  are  required  under 
the  law  to  enforce  its  provisions.  The  law  is  very  plain  in  its  state- 
ment of  intent  and  operation,  and  because  of  this  some  have  been  in- 
clined to  believe  that  there  is  some  kind  of  a  "joker"  in  it;  but  up  to 
the  present  time  there  has  been  no  evidence  of  this  kind.  Therefore  the 
officials  and  the  public  are  gradually  becoming  aware  of  the  purposes 
and  intent  of  the  act  and  more  and  better  results  are  accomplished 
from  day  to  day.     The  best  results  are  obtained  where  there  is  the 
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greatest  amount  of  activity  on  the  part  of  the  officials  and  where  public 
sentiment  is  strongly  behind  the  law. 

Several  assistants  have  been  employed  to  carry  on  the  campaign  of 
education  and  to  check  up  on  the  police  officials^  as  well  as  to  act 
upon  complaints  of  unemployment  These  assistants  move  about  the 
state  at  irregular  intervals  so  that  the  greatest  good  may  be  derived 
from  their  unexpected  appearance. 

It  is  very  difficult  to  discover  an  accurate  measurement  of  the  re- 
sults of  the  operation  of  the  Compulsory  Work  Act  on  account  of  the 
fact  that  many  who  might  be  subject  to  registration  secure  employment 
before  being  caught  in  the  clutches  of  the  law.  However^  the  number 
of  those  who  have  secured  work  after  being  registered  and  assigned  is 
significant.  It  is  noted  that  of  the  248  on  whom  summons  was  served 
2S3  had  found  regular  employment  and  were  able  to  satisfy  the  court  of 
this  fact.  Some  special  cases  of  the  effect  of  the  law  may  be  of  in- 
terest. A  communication  was  sent  to  each  of  the  2S  state's  attorneys 
asking  their  opinion  of  the  effect  and  value  of  the  law.  Replies  were 
received  from  20  of  them  and  the  following  quotation  from  the  state's 
attorney  of  Allegheny  County  practically  sums  up  the  statement  of 
all  of  them.  "I  can  assure  you  that  ever  since  this  law  has  gone  into 
effect  in  this  county  there  have  been  few  cases  of  idleness^  in  fact  all 
the  idlers  have  gone  to  work." 

In  Ellicott  City,  Howard  County,  a  public  spirited  farmer  took  occa- 
sion to  lend  some  assistance  to  the  effectiveness  of  the  law  and  he 
called  upon  17  individuals  whom  he  knew  to  be  chronic  idlers.  He  in- 
formed each  of  these  that  if  he  did  not  go  to  work  he  would  have  him 
arrested.  Two  weeks  later  the  farmer  investigated  the  17  men  again 
to  find  out  the  results  of  his  threat,  and  found  only  one  of  the  loafers. 
This  man  was  arrested  and  compelled  to  register,  being  fined  for  fail- 
ing to  do  so  voluntarily.  The  other  16  were  further  investigated  by  the 
farmer  and  each  of  them  was  found  to  be  at  work  at  regular  employ- 
ment, eight  being  on  farms  and  the  others  at  various  occupations  about 
the  town. 

At  Towson,  a  suburb  of  Baltimore,  a  road  engineer  had  been  in  the 
habit  of  securing  from  1 5  to  20  negroes  from  time  to  time  for  a  period 
of  two  or  three  days  to  work  on  the  road.  He  had  always  been  able 
to  secure  them  for  this  short  time  but  no  longer.  Shortly  after  the 
Compulsory  Work  Law  went  into  effect,  the  engineer  went  the  rounds 
to  secure  the  above  labor  and  was  not  able  to  find  a  single  man  in  his 
usual  haunts.  Now  there  are  three  courses,  any  one  of  which  might 
have  been  adopted  by  the  idlers :  first,  they  might  have  stayed  at  home ; 
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second^  they  might  have  left  the  commiinity;  and  thirds  they  might 
have  gone  to  work.  The  first  is  hardly  likely  as  it  is  not  the  psychology 
of  the  loafer  to  remain  indoors  at  home;  he  will  invariably  seek  the 
haunts  of  his  kind.  Probably  a  number  adopted  the  second  coarse  and 
left  the  town^  in  which  case  they  would  be  caught  by  the  law  at  another 
point  in  the  state  if  within  its  borders.  Doubtless  a  considerable  num- 
ber adopted  the  third  course  and  went  to  work. 

The  Compulsory  Work  Act  has  doubtless  had  some  effect  on  the  de- 
crease of  crime  in  the  City  of  Baltimore.  During  July  last^  there  were 
5059  arrests ;  in  the  September  after  the  law  had  gone  into  effect  there 
were  4596  arrests^  and  in  October  there  were  only  8690  arrests.  In 
October  1916,  there  were  4298,  or  more  than  600  more  than  the  corre- 
sponding month  this  year.  Magistrate  Joseph  L.  Ranft,  of  Baltimore 
City,  makes  the  following  statement:  "The  Compulsory  Work  Law  is 
to  be  credited  with  the  betterment  of  conditions,  as  well  as  the  work 
of  George  A.  Mahone  in  charge  of  the  Bureau,  in  seeing  that  loafers 
and  criminals  are  now  kept  employed." 

Of  course  it  is  difficult  to  make  definite  predictions  as  to  the  ultimate 
success  of  the  law,  but  this  much  we  do  know,  that  since  the  statute 
went  into  effect  men  who  have  never  been  known  to  work  and  large 
numbers  of  habitual  loafers  have  disappeared  from  their  usual  haunts 
of  idleness. 

George  E.  Barnett. — ^AU  of  those  who  have  read  papers  appear  to 
be  in  agreement  on  at  least  one  point — ^the  desirability  of  a  system  of 
employment  offices  as  one  of  the  means  of  meeting  the  extraordinary 
demands  for  labor  due  to  war  conditions.  The  immediate  problem, 
therefore,  is  how  to  bring  into  existence  a  national  system  which  will 
serve  that  purpose.  At  present,  there  are  more  or  less  efficient  state 
employment  offices  in  ten  or,  perhaps,  fifteen  states.  The  federal  gov- 
ernment maintains  offices  in  all  the  chief  industrial  centers.  Un- 
doubtedly these  are  all  of  service  in  the  present  emergency,  but  neither 
from  the  point  of  view  of  present  or  permanent  needs  is  the  situation 
satisfactory.  The  core  of  the  problem  is,  therefore,  how  the  existing 
agencies  can  be  welded  into  a  single  system.  The  bill  now  before 
Congress  described  by  Professor  Seager  proposes  one  solution.  Un- 
der the  scheme  there  outlined  the  federal  government  would  furnish 
part  of  the  necessary  funds  for  the  state  systems  and  the  means  of  con- 
necting up  the  various  state  systems.  The  resulting  national  system 
would,  therefore,  be  a  combination  of  state  systems. 

Is  this  the  best  solution?    It  is  inevitable  that  the  federal  govern- 
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ment  most  take  a  hand  if  we  are  to  have  a  national  system  of  em- 
ployment offices.  But  is  the  function  of  mere  coordination  assigned  to 
the  federal  government  the  proper  limit  of  its  part  in  a  national  sys- 
tem? My  own  conviction  is  that  the  system  should  not  be  merely  co- 
ordinated by  the  federal  government^  but  that  the  entire  system  should 
be  centralized  and  entrusted  to  the  federal  government.  I  shall  pre- 
sent briefly  the  advantages  which  a  centralized  federal  system^  in  my 
opinion^  would  have  over  the  dual  system  described  by  Professor 
Seager. 

1.  The  first  great  advantage  of  a  centralized  system  would  be  in  the 
enormous  saving  of  expense.  Under  the  dual  system^  a  whole  set  of 
officials  must  be  maintained  whose  only  duty  would  be  to  bring  about 
the  coordination  of  the  parts  of  the  system.  If  the  federal  government 
had  exclusive  control^  this  coordination  would  be  achieved  with  only 
a  fraction  of  the  effort,  since  the  local  officials  would  be  directly  under 
the  control  of  a  single  executive  head. 

2.  The  second  advantage  lies  in  the  superior  personnel  of  a  purely 
federal  service.  In  the  first  place,  the  service  would  be  more  attrac- 
tive and  a  better  class  of  officers  could  be  secured.  Secondly,  the  dan- 
ger of  purely  political  appointment  is  very  much  greater  in  the  state 
managed  systems  than  it  would  be  in  a  federal  system.  How  many 
of  the  existing  state  systems  are  operated  by  officials  appointed  and 
holding  under  civil  service  rules  .^  Professor  Seager  expresses  his 
anxiety  that  the  federal  appointments  may  be  made  spoils  for  the 
spoilsman.  Has  he  considered  how  that  two  million  dollars  will  be 
spent?  It  will  be  comparatively  easy  to  put  the  clearing  houses  under 
civil  service  rules,  but  if  the  offices  with  which  the  laborers  come  into 
actual  contact  are  manned  by  political  incompetents,  the  system  will 
be  rotten  at  the  bottom. 

3.  A  centralized  federal  system  would  be  run  on  uniform  rules  which 
would  represent  the  national  view  of  the  attitude  which  employment 
offices  should  take  in  the  struggle  between  capital  and  labor.  It  is  pos- 
sible, of  course,  for  "the  federal  government  to  lay  down  certain  rules 
as  to  the  conduct  of  the  subsidized  state  employment  offices,  but  the 
spirit  in  which  those  rules  will  be  carried  out  cannot  be  guaranteed. 
The  various  states  differ  widely  in  the  character  of  public  opinion  on 
the  labor  question.  Can  any  one  doubt  that  these  differences  will  show 
themselves  in  the  manner  in  which  state  officials  conduct  employment 
offices? 

4.  How  long  will  it  be  before  we  have  employment  offices  in  proper 
number  over  the  country?    Will  the  states  respond  promptly  to  the 
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lore  of  half-and-half?  In  the  meantime,  those  states  which  do  not 
must  go  without. 

5.  There  is  no  question  that  the  workmen  in  most  if  not  all  of  the 
states  would  give  their  confidence  more  quickly  to  a  centralised  sys- 
tem on  account  of  the  greater  prestige  of  the  national  government. 

It  may  be  argued  that  we  are  not  now  considering  an  ideal  system, 
but  a  makeshift  to  fit  the  present  emergency.  To  that  I  shoidd  reply 
in  the  first  place  that  the  proposed  plan  commits  us  to  a  final  decision. 
It  will  be  many  years  and  only  after  painful  experiences  that  we  can 
turn  back  to  a  centralized  system.  Moreover,  the  same  immediate  re- 
sults can  be  achieved  by  authorizing  the  establishment  of  a  federal 
employment  service.  It  is  not  necessary  at  once  to  replace  state  offi* 
ces  where  they  are  efficient.  The  federal  government  may  proceed  as 
it  did  in  the  matter  of  quarantine  stations,  taking  over  gradually  sta- 
tion after  station.  If  it  is  necessary  to  subsidize  existing  emplo3rment 
systems,  it  should  be  distinctly  understood  that  the  subsidy  is  merely 
temporary.  Where  there  is  now  no  state  system,  the  new  emplojrment 
offices  should  be  federal  offices.  The  ultimate  aim  should  be  a  cen- 
tralized national  system. 

George  A.  Billings. — ^A  most  hearty  cooperation  between  federal 
and  state  labor  and  agricultural  agencies  should  exist  in  order  to  ob- 
tain the  greatest  efficiency  in  mobilizing  farm  labor,  and  the  work 
should  be  organized  to  obtain  help  for  the  farmer's  needs  as  quickly 
as  possible,  without  shifting  labor  long  distances. 

In  order  to  accomplish  this  each  state  should  be  fully  organized  with 
the  county  as  the  unit,  a  county  labor  agent  put  in  charge,  and  local 
labor  agents  in  all  community  centers.  Fortunately,  the  agricultural 
extension  organization  of  each  state  may  be  assigned  this  task,  as  the 
county  agricultural  agents  who  are  working  personally  with  farmers, 
who  kno^v  the  farmers'  needs,  and  who  are  known  by  the  farmers,  are 
especially  fitted  to  act  as  labor  agents.  Assistants  should  be  ap- 
pointed, if  needed,  in  various  sections  of  his  territory,  to  whom  the 
farmer  may  apply  for  help,  and  through  whom  labor  may  be  distributed 
more  satisfactorily. 

Each  county  agent  should  mobilize  all  available  help,  such  as  boys 
between  the  ages  of  14  and  21  years,  retired  farmers,  clerks,  business 
men,  factory  hands,  or  any  other  persons  who  could  be  used  even  for 
short  periods  in  case  of  emergency.  In  LaCrosse,  Wisconsin,  a  serious 
labor  situation  Was  relieved  by  appointing  a  man  to  recruit  labor  from 
such  sources  as  above  mentioned,  and  detailing  a  transportation  agent 
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to  obtain  automobiles  to  take  these  persons  to  and  from  work.  In 
Madison^  Wisconsin^  members  of  the  Rotary  Club  and  other  business 
men  volunteered  their  services  for  one  day  to  relieve  a  serious  shortage 
of  labor^  letting  the  farmers  pay  whatever  wages  they  considered  their 
services  worthy  turning  over  to  the  Red  Cross  or  to  other  war  emer- 
gency needs  their  wages.  This  service  continued  for  six  weeks  or 
more^  and  was  very  satisfactory  and  much  appreciated  by  the  farmers. 

Each  county  must  realize  the  need  of  mobilizing  all  unemployed  or 
other  labor  available  for  short  periods^  before  calling  upon  an  employ- 
ment office  for  assistance.  The  reason  for  this  is  that,  as  a  rule,  the 
labor  recruited  in  country  villages  and  towns  is  superior  to  that  ob- 
tained from  the  city,  as  at  some  time  or  other  such  laborers  have  prob- 
ably had  some  farm  experience.  When  there  is  a  real  shortage,  the 
county  agent  should  forward  to  the  nearest  federal  or  state  employ- 
ment office  applications  for  help. 

The  Employment  Service  must  not  only  be  organized  and  equipped 
to  furnish  real  service  to  the  farmers,  but  be  put  on  such  a  basis  that 
the  local  farm  organizations  will  have  confidence  in  placing  orders  with 
it.  In  order  to  give. efficient  service,  each  federal  or  state  employment 
office  should  have  a  man  devoting  his  whole  time  to  farm  labor  matters. 
He  should  be  a  man  trained  in  agriculture  and  familiar  with  farm 
operations  and  different  types  of  farm  employment,  and  above  all 
should  be  a  good  judge  of  men  so  as  to  fit  the  right  man  to  the  right 
job.  If  this  can  be  accomplished,  instead  of  being  50  per  cent  effi- 
cient, that  is,  only  50  persons  actually  hired  out  of  100  persons  re- 
ferred to  positions,  there  is  no  reason  why  an  employment  office  should 
not  be  at  least  75  per  cent  efficient. 

£.  St.  John  Wilkman. — I  desire  to  pay  a  warm  tribute  to  the  pre- 
ceding speaker  for  his  bold  support  of  a  federal  system,  unhampered 
by  dual  control  and  divided  authority;  for,  speaking  as  an  expert  who 
has  served  two  years'  apprenticeship  in  studying  the  operations  of  the 
principal  government  labor  exchange  systems  in  several  countries,  I 
hold  the  conviction  that  only  along  those  lines  is  there  any  6hance  of 
permanent  successful  results. 

Professor  Seager  has  referred  to  contention  and  disagreements  in 
the  camp  of  the  reformers  themselves.  Four  months  ago,  after  an 
appeal  to  Mr.  Gompers  to  take  action  in  regard  to  securing  national 
organization  to  deal  with  labor  and  industrial  problems  to  meet  war 
conditions  and  after-war  demobilization,  I  received  official  communi- 
cations from  him  intimating  that  the  importance  of  the  question  was 
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realised  and  a  decision  had  been  arrived  at  by  himself  and  the  Secre- 
tary of  Labor  to  call  a  special  national  conference  to  deal  with  the 
whole  problem.  Had  this  taken  place^  lack  of  agreement  and  con- 
flicting issnes  would  have  been  averted. 

The  comments  I  shall  make  on  Professor  Seager's  statement  of  pro- 
posed legislation  are  based  upon  practical  actualities^  and  experience 
in  Canada  which  offers  many  similar  situations  and  problems  to  those 
existing  in  the  states.  Since  starting  and  operating  with  entire  con- 
trol the  first  public  labor  bureau  in  Canada^  as  an  object  lesson^  giv- 
ing work  the  first  year  to  over  8000  men,  besides  placing  large  num- 
bers of  women  and  children,  and  carrjring  out  successful  experiments 
in  dovetailing  of  seasonal  occupations,  I  have  carried  on  for  six  years 
a  coast  to  coast  campaign  for  securing  a  national  organization  to 
handle  labor  and  industrial  problems  and  create  and  administer  a  com- 
plete national  labor  bureau  system.  The  result  of  the  propaganda  I 
have  continuously  and  unremittingly  carried  on — and  you  will  not 
think  the  worse  of  me  when  I  state  that  I  have,  since  the  outset,  up  to 
the  present  time,  worked  single-handed,  without  committee  or  organiza- 
tion— ^is  shown  by  the  nation-wide  support  accorded  to  the  outline  of 
desired  legislation  embodied  in  the  public  memorial  I  took  all  through 
town  and  country  districts  from  Victoria,  B.  C,  to  Halifax,  N.  S., 
which  was  officially  subscribed  to  by  all  the  provincial  governments. 
Lord  Shaughnessy  and  the  C.  P.  R.,  Sir  J.  Havelle  and  the  Imperial 
Munitions  Board,  returned  soldiers,  municipalities,  boards  of  trade, 
labor,  social  service,  and  many  other  useful  organizations;  and  for 
which  the  federal  government  will  be  forced  to  take  legislative  action 
this  year,  in  the  shape  of  a  permanent,  nonpartisan  commission  with 
executive  and  mandatory  powers,  cooperating  with  federal,  provincial 
and  municipal  departments  and  associations  of  employers  and  work- 
people, skilled  and  unskilled. 

I  have  not  read  Professor  Seager's  written  pieces,  but  in  his  verbal 
statement,  made  this  afternoon,  I  notice  some  serious  flaws.  Being  a 
woman,  the  personal  equation  is  of  much  more  importance  than  it  is 
to  you  men.  He  made  no  mention  as  to  the  personnel  and  caliber  of 
the  staff  to  administer  a  nation-wide  system,  or  any  test  as  to  indi- 
vidual fitness  for  work  undertaken.  Though  women  are  to  play  an 
increasingly  essential  and  important  part  in  industry  and  war  mobili- 
zation, no  information  as  to  their  status  in  the  administration  nor  any 
plan  to  meet  their  needs  was  given.  Though  your  country  is  at  war, 
planning  to  send  large  bodies  of  troops  to  the  firing  lines,  not  a  sylla- 
ble has  been  uttered  as  to  imperative  preparation  for  replacement  in 
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employment  of  disabled^  discharged  soldiers  after  rehabilitation.  Pro- 
fessor Seager  declared  that  the  distribution  and  placement  of  labor  has 
been  left  in  the  hands  of  employers.  That  is  incorrect.  It  has  been 
allowed  to  fall  into  the  hands  of  commercialized  agencies  and  crooks 
of  all  kindsj  of  the  lowest  type^  whose  one  aim  is  the  Almighty  Dollar^ 
who  exploit  both  the  employer  and  worker  and  are  characterized  in 
their  methods  and  dealings  by  ingenious  unscrupulousness^  heartless 
cruelty,  and  ignorance  of  principles  of  efficiency  and  public  welfare. 
It  is  both  a  disgrace  and  menace  that  such  blots  on  civilization  and 
humanity  should  be  licensed  by  law.  There  are  other  important  points 
which  should  be  dealt  with,  but  the  chairman  is  taking  out  his  watch 
to  signify  my  time-limit  is  up,  so,  as  an  English  woman  who  has  spent 
four  months  in  your  country  watching  you  speed  up  your  preparations 
to  take  your  place  beside  your  Allies,  the  English  and  French,  on  the 
battle  fields  of  Europe,  in  the  name  of  our  common  cause,  I  urge  you 
to  come  out  to  fight  and  work  for  a  system,  national  in  the  truest  sense 
of  the  word,  based  upon  cooperation — ^not  an  exclusive  control  by  a 
few  interests.  And  I  appeal  to  you  not  to  rest  content  with  fifty-fifty 
piecemeal  efficiency,  but  to  strive  for  and  win  the  highest  measure  of 
national  efficiency,  prompt  executive  administration,  and  harmonious 
cooperation,  to  meet  the  tremendous  demands  and  strain  of  war  as 
well  as  its  aftermath. 

Don  D.  Lescohier. — The  war  has  awakened  the  nation  to  a  reali- 
sation of  many  of  its  follies,  not  the  least  of  which  is  its  lack  of  policy 
with  respect  to  the  employment  of  labor.  We  have  at  last  begun  to 
see  that  our  labor  market  is  practically  unorganized;  that  such  or- 
ganization as  exists  is  so  decentralized  and  chaotic  that  it  has  little. 
efficiency ;  that  we  have  no  systematic  way  of  measuring  either  the  de- 
mand or  supply  of  labor,  or  of  moving  the  supply  to  the  demand ;  and 
that  at  the  very  time  that  the  nation  is  vainly  calling  for  labor  to  ade- 
quately man  vital  industries,  thousands  of  idle  laborers  are  deaf  to  the 
call  to  service  or  are  unfit  for  use. 

It  is  high  time  that  something  awakened  our  country  to  its  suicidal 
employment  policies.  It  is  high  time  for  us  to  see  that  our  failure  to 
organize  the  labor  market  is  not  only  interfering  with  production,  is 
not  only  causing  the  workers  heavy  financial  losses  through  unemploy- 
ment, but  is  contributing  to  the  destruction  of  or  impairment  of  the 
efficiency  of  hundreds  of  thousands  of  laborers  year  by  year. 

The  situation  in  the  country,  at  the  outbreak  of  the  war,  may  be 
briefly  sketched.    The  federal  government  had  two  sets  of  employment 
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offices^  one  in  the  immigration  bureau  and  the  other  in  the  post  office^ 
neither  of  which  was  centralized  within  itself^  neither  of  which  pro- 
vided proper  cooperation  between  its  own  local  branches^  and  neither 
of  which  cooperated  with  the  other  federal  agency^  or  with  state  or 
municipal  offices.  Various  states  and  municipalities  maintained  em- 
ployment offices^  but  it  was  rare  to  find  one  office  within  a  state  co- 
operating with  another^  or  one  state  cooperating  with  another.  Com- 
peting with  these  public  offices  were  and  are  a  host  of  private  agen- 
cies— ^some  operated  for  profit^  some  to  break  up  unions^  some  to  main- 
tain closed  shops^  some  for  philanthropic  motives — ^but  all  of  them 
crossing  wires  with  each  other  and  with  the  nation's  interests. 

What  is  the  result  of  this  multiplicity  of  agencies^  none  of  which 
organizes  or  systematically  handles  the  employment  problem  of  any 
area.^  They  defeat  the  very  purpose  for  which  they  exist.  A  proper 
distribution  of  labor  requires  a  centralized  clearing  house  where  every 
demand  for  work  can  be  brought  into  touch  with  its  corresponding 
demand  for  help.  Every  demand  for  help  or  for  work  not  filled  im- 
mediately by  any  local  office  should  be  forwarded  to  a  central  clearing 
house  in  touch  with  every  employment  office  in  the  area.  When  the 
existing  agencies  are  not  thus  organized  into  a  centralized  system^, 
every  increase  in  the  number  of  agencies  makes  the  situation  worse 
instead  of  better.  The  more  offices  there  are  the  greater  the  chance 
that  the  man  who  is  seeking  a  given  kind  of  work  will  not  file  his 
application  in  the  same  office  as  the  employer  seeking  that  kind  of 
man. 

The  second  point  I  want  to  make  is  that  our  present  methods  of 
hiring  cause  excessive  turnover  of  labor.  By  excessive  turnover^  I 
mean  the  employment  of  a  larger  number  of  men  than  should  be  nec- 
essary to  maintain  the  labor  force  at  a  constant  figure.  On  the  aver- 
age^ out  of  100  men  20  leave  employment  during  the  year  by  deaths 
sickness,  quitting  for  good  reasons,  or  because  of  seasonal  fluctuations 
in  production.  If  more  than  20  men  per  year  are  hired,  the  turnover 
exceeds  the  normal  figure.  Now  if  a  concern  hires  50  men  instead  of 
20  during  the  year,  in  order  to  maintain  the  labor  force  constant  at 
100,  we  have  excessive  labor  turnover.  For  instance,  the  Ford  Motor 
Company  hired  54,000  men  in  1913  to  maintain  a  labor  force  of  13,- 
000.  This  was  more  than  a  400  per  cent  turnover.  The  next  year, 
they  hired  only  3000  to  maintain  their  13,000.  This  was  a  23  per 
cent  turnover. 

My  point  is  that  our  chaotic  methods  of  labor  distribution  stimulate 
turnover  and  cause  employers  to  hire  a  far  larger  number  of  men  per 
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year  than  they  should  have  to  hire  to  maintain  a  constant  force.  The 
defects  of  our  employment  machinery  are  not  the  only  cause  of  ex- 
cessive turnover^  but  they  are  a  very  important  cause. 

The  private  employment  agency  is  interested  in  its  own  profits.  Its 
profits  depend  on  the  number  of  men  that  it  places.  The  larger  the 
employers'  turnover  of  labor  the  more  profitable  the  business  of  the 
agencies.  Private  employment  agencies  are  therefore  not  interested 
in  placing  men  who  will  stick  on  the  job.  They  are  interested  only  in 
so  much  per  head^  and  as  many  heads  as  possible.  They  neither  know 
nor  care  about  the  detailed  problems  of  the  employer's  business.  They 
have  no  reason  for  seeking  to  adapt  their  service  to  his  best  interest. 
What  interests  them  is  that  he  wants  "so  many  men"  at  *'so  much  per 
head."  They  send  a  considerable  percentage  of  men  who  they  know 
will  not  stick.  But  why  should  they  care?  If  those  quit  the  agency 
will  get  fresh  fees  from  the  ones  who  will  take  their  places. 

The  public  employment  office  gets  no  fees  from  the  laborers,  but 
under  present  conditions  it  necessarily  measures  its  own  efficiency  by 
the  number  of  placements.  Volume,  rather  than  quality,  is  apt  to  be 
its  test  of  its  own  service.  And,  from  one  point  of  view  it  cannot  be 
criticised  in  so  doing.  Every  placement  obtained  by  the  public  office 
is  taken  away  from  the  private  office  and  represents  returns  on  the 
taxpayer's  outlay,  but  in  the  long  run  the  only  sound  justification  of 
a  public  office  will  be  found  in  the  quality  of  its  service.  Quality  con- 
sists in  a  careful  selection  of  applicants  to  fit  them  into  the  positions 
for  which  they  are  best  adapted.  A  soundly  organized  public  system 
would  boast  of  the  steadiness  with  which  men  remained  on  their  jobs 
and  the  small  turnover  of  labor,  rather  than  mere  mass  of  placements. 

The  excessive  turnover  of  labor  which  is  so  characteristic  of  all  in- 
dustries involves  heavy  losses.  I  pointed  out  a  moment  ago  that  the 
Ford  Company's  turnover  in  1918  was  51,000  greater  than  in  1914. 
Corporation  employment  managers  estimate  the  loss  to  the  employer 
for  excessive  turnover  at  $50  to  $200  per  employee.  At  the  minimum 
figure  the  company's  loss  in  1918  was  $27,500.  The  time  of  the  fore- 
men spent  in  instructing  new  employees,  the  decreased  production  due 
to  slowed-down  machinery,  increased  breakage  of  tools  and  materials, 
and  other  such  elements  of  loss,  run  into  money  rapidly. 

The  employee's  losses  are  equally  serious.  Unsteady  work  breeds 
unsteady  habits.  Frequent  change  of  jobs  results  in  a  smattering  of 
many  kinds  of  work  with  incapacity  to  do  any  kind  well.  The  child 
who  has  five  music  teachers  in  two  years  is  little  better  off  than  if  she 
had  none.    Likewise  the  workman  who  is  continually  passing  from  one 
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foreman  to  another^  from  one  industry  to  another^  from  one  locality 
to  another^  deteriorates  steadily^  is  a  misfit  in  mqst  jobs,  and  acquires 
habits  of  unsteadiness  that  tend  to  eventually  make  him  unemployable. 

A  third  result  of  the  chaotic  condition  of  our  employment  service  is 
excessive  migration  and  shipment  of  labor.  Many  persons  who  think 
of  labor  as  a  commodity  to  be  shipped  wherever  needed  have  no  reali- 
zation of  what  this  continuous  movement  of  labor  means  to  the  laborer. 
The  transient  laborer  not  only  has  no  permanent  job^  but  no  community 
ties^  no  home  ties^  often  no  friendship  ties.  No  one  is  interested  in 
him  but  the  boss  who  uses  him^  the  employment  agent  who  squeezes 
fees  out  of  him^  the  saloon  keeper^  the  lodging-house  keeper^  the  pawn- 
broker^ second-hand-store  man^  the  prostitute^  and  the  municipal  police 
courts  who  prey  on  him.  Irregularity  of  employment  encourages  ir- 
regularity of  life,  lack  of  responsibility,  and  deteriorating  efficiency. 

Possibly  some  of  you  feel  that  I  am  charging  up  a  good  deal  to 
our  employment  system.  I  am  not  charging  the  whole  responsibility  to 
the  employment  system.  Unavoidable  fluctuations  of  production  and 
internal  defects  in  plant  management  are  equally  responsible.  But  I 
am  stating  that  until  we  have  an  employment  system  which  is  so  or- 
ganized that  all  calls  for  help  or  work  come  to  a  single  system  of 
offices,  and  the  offices  are  able  to  measure  the  efficiency  of  their  service 
by  its  quality  rather  than  its  quantity,  the  employers  will  lose  mil- 
lions of  dollars  annually  through  excessive  turnover  and  excessive  mi- 
gration of  labor;  millions  of  laborers  will  continue  to  be  deteriorated 
by  unnecessary  irregularity  of  employment  and  excessive  moving  about 
from  place  to  place  and  industry  to  industry ;  and  the  nation  will  lose 
in  output,  the  quality  of  its  labor  force,  and  irresponsible  citizenship. 

One  of  the  reasons  why  our  agricultural  labor  situation  has  been 
getting  worse  and  worse  year  by  year  has  been  that  the  farmers  have 
become  increasingly  dependent  on  migratory,  transient  laborers,  picked 
up  at  random  in  a  disorganized  labor  market.  A  minority  of  farmers 
have  been  able  to  get  steady,  responsible  hired  hands  who  remained 
with  them  through  the  year  or  season.  The  majority  hire  man  after 
man,  few  of  whom  remain  more  than  a  month  or  two.  The  farmer, 
thinking  he  is  thereby  keeping  down  his  expenses,  has  been  more  and 
more  prone  to  discharge  his  hired  hand  as  soon  as  the  rush  is  over. 
The  laborer,  accustomed  to  continual  change  of  employers,  is  ready  to 
quit  any  time  that  he  doesn't  like  the  shape  of  the  farmer's  nose,  the 
color  of  his  horses,  or  the  quality  of  his  wife's  pancakes.  The  em- 
plo3rment  offices,  knowing  that  in  most  cases  neither  the  farmers  nor 
the  men  expected  to  make  a  permanent  contract,  have  increased  the 
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evil  by  sending  any  kind  of  man  who  would  go  out^  regardless  of  his 
fitness  or  his  character.  Only  a  system  of  employment  offices  which 
controls  the  farm  labor  market  of  a  whole  area^  and  which  seeks  to 
place  farm  hands  who  are  competent^  responsible^  and  willing  to  sticky 
can  mitigate  this  situation.  Such  a  system  can  educate  the  farmers 
to  the  desirability  of  holding  their  men  through  a  whole  season^  and 
to  the  methods  by  which  this  can  be  achieved.  It  can  bring  about  a 
standardisation  of  wages  throughout  the  area^  can  discover  and  deal 
individually  with  those  farmers  who  do  not  provide  proper  working 
conditions^  and  can  sift  the  available  farm  laborers.  In  other  words 
it  can  develop  constructive^  standardized  policies  to  decrease  turnover^ 
retard  migration,  and  equalize  conditions. 

I  am  strongly  of  the  opinion,  for  the  reasons  brought  out  by  the 
previous  speakers,  as  well  as  those  that  I  have  suggested,  that  the 
economists  of  the  country  should  seriously  emphasize  the  reorganiza- 
tion and  standardization  of  the  labor  market  as  one  of  the  most  cer- 
tain methods  of  decreasing  production  wastes  and  maintaining  an 
efficient  labor  force. 


THE  SOCIAL  CONTROL  OF  THE  ACQUISITION 

OF  WEALTH 

By  Edwasd  Ca&y  Hayes 
The  University  of  lUinoU 

A  generation  ago  the  upshot  and  conclusion  of  both  economics 
and  sociology  could  almost  be  summed  up  in  two  words:  laissez 
faire.  Economists  following  the  lead  of  Adam  Smith  and  sociolo- 
gists following  the  lead  of  Herbert  Spencer  taught  that  any  at- 
tempt at  social  control  of  the  acquisition  of  wealth  would  be  absurd 
meddling  and  muddling,  destined  to  make  things  worse  instead  of 
better.  The  social  scientist  believed  that  he  was  only  a  little  less 
helpless  *to  control  the  phenomena  he  studied  than  the  astronomer, 
who  can  observe  and  explain  the  movements  of  the  stars  but  would 
make  himself  ridiculous  if  he  should  attempt  to  influence  their 
courses. 

The  socialists  threw  this  doctrine  of  laissez  faire  to  the  winds. 
Economists  and  sociologists  in  general  have  not  become  socialists, 
but  they  have  observed  that  in  most  sciences  increase  of  knowledge 
has  made  possible  new  forms  of  control.  Before  the  time  of  Ben- 
jamin Franklin  a  laissez-faire  policy  with  reference  to  lightning 
was  eminently  justified,  but  now  a  policy  of  control  with  respect 
to  electricity  at  high  voltages  is  at  many  points  successfully  car- 
ried out.  The  early  attempts  at  social  control  of  economic  pro- 
cesses were  like  playing  with  lightning.  We  are  sure  that  today 
we  should  not  make  the  same  blunders,  and  begin  to  have  the 
courage  to  think  that  here  as  elsewhere  in  mundane  afFairs  knowl- 
edge is  power.  We  believe  in  very  cautious  exercise  of  this  new 
power,  yet  we  begin  to  suspect  that,  with  our  present  insight  into 
economic  and  social  processes,  to  continue  to  preach  the  doctrine 
of  laissez  faire  is  little  better  tha^  poltroonery  and  cowardice  and 
shirking  the  duty  of  social  leadership. 

Unlike  mere  agitators,  nearly  all  economists  and  sociologists 
are  in  an  attitude  of  extreme  circumspection  in  regard  to  the  exer- 
cise of  new-found  powers  of  social  control.  We  are  not  willing 
to  countenance  any  absurd  and  premature  ventures.  But  neither 
are  we  willing  to  be  poltroons — as  the  men  of  Columbus's  day 
would  have  been  if  they  had  refused  to  put  to  sea  after  the  mari- 
ner's compass  had  been  invented. 

There  has  always  been  a  philosophy  to  justify  the  status  quo^ 
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and,  as  a  rule,  every  established  status  quo  was  good  until  it  was 
outgrown.  .  All  economists  and  sociologists  recognize,  for  instance, 
that  slavery  has  had  a  necessary  and  useful  place  in  social  history. 
And  it  was  defended  by  a  philosophy  that  was  proclaimed  by  Plato 
and  Aristotle.  Similarly,  the  centralized  rule  of  kings  was  essen- 
tial during  the  passage  of  society  out  of  the  bloody  turmoil  of  the 
Dark  Ages ;  and  that  institution  was  defended  by  the  doctrine  of 
"the  divine  right  of  kings,"  and  to  call  that  doctrine  in  question 
in  that  day  made  one  a  traitor  and  an  intellectual  outcast.  Later, 
revolutionary  democracy  played  its  essential  role,  and  Rousseau, 
Jefferson,  and  their  colleagues  gave  to  it  intellectual  acceptance 
in  France  and  in  America  by  substituting  for  "the  divine  right 
of  kings,"  "the  social  contract  theory."  All  these  philosophies 
were  false,  but  each  served  to  defend  the  social  policy  that  was 
expedient  in  its  day.  And  in  the  recent  past  exploitative  individ- 
ualism, by  organizing  the  agencies  of  production,  has  played  a 
constructive  role  in  social  evolution  as  slavery,  unlimited  mon- 
archy, and  revolutionary  democracy  did  in  their  time,  and  like 
them  it  illustrates  the  generalization  that  the  established  social 
policy  of  any  age  has  always  the  backing  of  an  appropriate  phi- 
losophy. The  philosophy  of  exploitative  individualism  is  the  doc- 
trine of  laissez  faire. 

The  doctrine  of  laissez  faire  has  been  sustained  by  very  subtle 
but  specious  arguments,  such  as  the  dogmatic  optimism  of  the 
Physiocrats,  the  Malthusian  "iron  law,"  the  "wage  fund  theory," 
and  the  "residual  claimant  theory."  Economists  have  exposed 
the  speciousness  of  one  only  to  replace  it  with  another  equally 
fallacious,  and  have  always  been  willing  to  acknowledge  the  fallacy 
of  all  except  the  last,  which  was  waiting  its  turn  to  be  exposed. 
A  few  minutes  later  I  hope  to  show  that  the  "specific  productivity 
theory,"  just  now  in  vogue,  though  interesting  as  a  speculative 
doctrine,  is  as  futile  as  any  of  its  predecessors  as  a  defense  for  an 
unmitigated  policy  of  laissez  faire. 

Before  going  any  further  let  me  make  it  clear  that  the  social 
control  of  the  acquisition  of  wealth  which  we  are  considering  does 
not  aim  at  equality  of  possessions.  Equality  of  possessions  is 
neither  possible  nor  desirable.  Aristotle  was  right  in  saying  that 
justice  is  not  absolute  equality  but  an  equality  between  propor- 
tions. It  is  proportionate,  both  to  their  deserts  and  to  their  needs, 
for  some  men  to  have  more  and  others  to  have  less.  Moreover, 
no  form  of  social  control  ever  ought  to  be  or  can  be  the  sole  factor 
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in  determining  how  much  more  or  how  much  less  men  will  have. 
That  will  always  depend  largely  upon  the  personal  qualities  of 
the  different  individuals. 

Having  said  so  much  by  way  of  introduction,  I  will  spend  the 
remainder  of  the  time  allotted  me  upon  three  propositions : 

First,  while  rightly  and  inevitably  there  will  be  differences  be- 
tween the  possessions  of  different  men,  these  inequalities  may 
become  excessive  and  in  fact  they  have  become  excessive  to  the 
point  of  absurdity. 

Second,  without  the  exercise  of  social  control  over  the  acquisi- 
tion of  wealth,  such  excessive  inequalities  are  inevitable  and  not 
only  sure  to  continue  but  likely  to  grow  worse. 

Third,  the  time  has  come  when  we  are  justified  in  hoping  for 
a  considerable  measure  of  success  in  a  courageous  and  constructive 
program  for  the  social  control  of  the  acquisition  of  wealth. 

Our  first  proposition,  then,  is  that  the  inequalities  in  the  dis- 
tribution of  wealth  have  become  excessive  to  the  point  of  absurd- 
ity. I  shall  not  base  the  argument  for  this  proposition  upon  the 
condition  of  "the  submerged  tenth."  Many  who  have  given  pro- 
longed attention  to  the  facts  assert  that  the  condition  of  the  sub- 
merged tenth  affords  a  powerful  argument  in  support  of  our 
proposition,  but  just  how  powerful  that  argument  is  we  cannot 
estimate  here,  because  there  is  not  time  to  discuss  the  question  of 
how  far  the  poverty  of  the  submerged  tenth  is  due  to  their  physical, 
mental,  and  moral  defects,  or  how  far,  on  the  other  hand,  their 
physical,  mental,  and  moral  defects  are  due  to  poverty.  The  con- 
dition of  the  submerged  tenth,  therefore,  however  important  it 
might  be  in  a  more  prolonged  discussion,  may  be  passed  over  for 
the  present  occasion.  Neither  do  I  base  the  argument  on  the  con- 
dition of  the  most  skilled  or  best  organized  classes  of  laborers. 
There  are  three  other  classes  whose  condition  more  unmistakably, 
and  quite  strikingly  enough,  exhibits  the  fact  that  inequalities  in 
the  distribution  of  wealth  have  become  excessive  to  the  point  of 
absurdity. 

The  first  of  these  three  classes  is  the  great  mass  of  physically, 
mentaUy,  and  morally  normal  laborers  who  are  engaged  in  un- 
skilled or  semi-skilled  employments.  I  do  not  refer  to  those  who 
will  not  work  or  who  cannot  hold  a  job,  but  to  those  who  do  work 
when  they  can  get  a  job — to  the  normal  rank  and  file  of  ordinary 
privates  in  our  great  industrial  army. 

No  competent  student  of  the  subject  thinks  of  denying  that 
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millions  of  Americans,  who  are  neither  lazy  nor  feeble-minded  but 
industrious  and  normal,  fail,  even  when  they  have  regular  employ- 
ment, to  earn  enough  to  support  their  families  so  as  to  have  a 
reasonable  chance  of  attaining  the  physical,  moral,  and  cultural 
values  and  satisfactions  of  human  life ;  and  that,  when  any  of  these 
millions  of  wage-earners  have  children  who  are  too  small  to  go  to 
work  in  the  factories  or  to  allow  their  mothers  to  do  so,  these 
children,  by  millions,  are  obliged  to  live  under  such  conditions 
that,  while  some  of  them  retain  their  decency  and  competence,  it 
is  a  foregone  conclusion  that  armies  of  them  will  sink  to  a  place 
among  the  physical  and  moral  derelicts  of  the  submerged  tenth. 

The  unbearableness  of  this  condition  of  things  in  a  democracy 
as  rich  as  ours  is  sufficiently  obvious  upon  any  theory  of  the  qual- 
ity of  common  men.  I  merely  remark  in  passing,  and  not  as  in 
any  way  essential  to  the  argument,  that  in  the  opinion  of  nearly 
all  anthropologists,  and  of  such  of  our  own  number  as  Professor 
Veblen  and  Professor  Thomas,  ^'native  gifts  of  intelligence,  sensi- 
bility, and  personal  force  will  occur  as  frequently  in  proportion  to 
their  aggregate  numbers  among  the  common  mass"  as  among  the 
children  of  the  economically  well-to-do.  And  I  also  recall  paren- 
thetically the  work  of  Professor  Ward  to  the  effect  that  more  than 
three-fourths  of  the  exalted  talent  bom  into  the  world  fails  to 
make  any  notable  contribution  to  civilization  because  of  lack  of 
opportimity  for  the  personal  development  of  its  possessors.  How- 
ever low  our  estimate  of  common  but  normal  humanity,  not  until 
the  last  reasonable  effort  has  been  made  to  alter  it  should  any 
of  us  accept  as  final  a  state  of  social  organization  or  disorganiza- 
tion which  is  responsible  every  year  for  the  otherwise  needless 
death  of  hundreds  of  thousands  of  the  usual  sort  of  men,  women, 
and  children  and  for  the  fact  that  millions  in  each  generation 
bring  into  the  world  the  common  normal  heritage  of  capacity  for 
life,  liberty,  and  the  pursuit  of  happiness  and  go  out  of  the  world 
without  ever  having  realized  any  due  modicum  of  the  happiness 
and  worth  which  they  might  have  attained.  At  present  in  America 
it  Is  as  true  of  human  life  as  it  is  of  the  ^Vord  of  the  Kingdom" 
that  some  falls  in  stony  places  and  some  by  the  wayside  where  the 
unclean  fowls  of  the  air  devour  it.  The  agricultural  scientists 
say  that  the  crop  of  the  most  fertile  state  in  the  com  belt  might 
be  doubled  by  better  cultivation.  It  is  at  least  as  well  within 
bounds  to  assert  that  the  harvest  of  joy  and  worth  in  human  life 
in  our  nation  as  a  whole  might  be  doubled  if  we  would  better  pre- 
pare the  economic  and  social  soil  in  which  life  grows. 
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The  second  class  that  unmistakably  exhibits  the  fact  that  in- 
equalities in  the  distribution  of  wealth  have  become  excessive  to 
the  point  of  absurdity  is  composed  of  the  very  rich.  It  is  true 
that  most  of  their  vast  wealth  is  invested  in  productive  industry. 
But  it  has  been  demonstrated  that  by  the  device  of  corporate 
organization  small  investments  owned  by  many  can  be  effectively 
administered  in  industry ;  and  concentrated  control  of  the  nation's 
capital  places  in  the  hands  of  a  single  class  power  over  the  com- 
mon welfare  which  imperils,  if  it  does  not  destroy,  democratic 
equality  of  opportunity.  Moreover,  the  great  amounts  of  invested 
capital  held  by  the  rich  yield  a  stream  of  income  by  which  they 
are  inundated  and  from  which  it  is  impossible  to  extract  the  full 
utility.  Consequently  our  whole  economic  and  social  system  may 
be  compared  with  a  man  who  is  sick  with  excessive  blood  pressure 
in  the  head  to  the  point  of  apoplexy  and  at  the  same  time  with 
anemia  in  the  limbs  to  the  point  of  degeneracy  of  the  tissues. 

According  to  Professor  King's  recent  investigation*  66  per  cent 
of  our  people  are  poor,  that  is,  they  have  little  or  no  property 
except  their  clothes  and  some  cheap  furniture  and  their  average 
annual  income  is  less  than  $200  per  capita;  S3  per  cent  of  our 
people  compose  the  middle  class  in  which  each  man  leaves  at  death 
from  one  to  forty  thousand  dollars'  worth  of  property;  the  re- 
maining S  per  cent  comprise  the  rich  and  the  very  rich,  and  these 
2  per  cent  own  almost  one  and  a  half  times  as  much  as  the  other 
98  per  cent  together.  Dr.  Spahr'  calculated  that  the  richest 
1  per  cent  of  American  families,  by  virtue  of  their  ownership  of 
property,  were  in  a  position  to  receive  without  work  as  much  as 
the  poorest  60  per  cent  of  American  families  receive  hy  work. 
This  calculation  was  made  by  Dr.  Spahr  in  1896,  and  Dr.  King 
believes  that  the  concentration  of  wealth  and  income  has  now 
grown  distinctly  worse  than  that. 

The  absurdity  of  our  present  distribution  of  wealth,  or  rather 
of  our  failure  to  distribute  it,  and  the  need  for  some  form  of  con- 
trol of  the  acquisition  of  wealth  are  illustrated  by  the  rapidity 
with  which  property  is  collected  in  the  hands  of  the  managers  of 
industry.  We  are  popularly  supposed  to  have  one  billionaire. 
What  is  a  billion?  There  have  not  been  a  billion  minutes 
since  Christ  was  born.     To  accumulate  a  billion  dollars  at  the 

iW.  I.  King,  The  Wealth  and  Income  of  the  People  of  the  United  States 
(New  York,  1915),  pp.  64  f.  and  chap.  x. 

2C.  B.  Spahr,  The  Present  Distribution  of  Wealth  in  the  United  States 
(New  York,  1896),  p.  69. 
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rate  of  $10,000  a  year  would  require  a  thousand  centuries. 
If  economic  tendencies  were  working  out  their  nice  adjust- 
ment in  accordance  with  the  specific  productivity  theory,  which 
is  the  present  formulation  of  the  doctrine  of  laiasez  faire^ 
there  would  be  no  such  thing  as  pure  profits.  Yet  even  one 
of  our  moderately  successful  multimillionaires  who  acquires  a  for- 
tune equal  to  only  9,  per  cent  of  that  which  Mr.  Rockefeller  is 
supposed  to  possess  has  a  sum  the  accumulation  of  which  at  the 
rate  of  $10,000  a  year  would  require  a  longer  time  than  has  elapsed 
since  the  birth  of  Christ.    So  much  for  the  poor  and  the  rich. 

The  third  class  of  our  people  whose  condition  illustrates  the 
absurdity  of  our  present  distribution  of  wealth  is  the  so-called 
middle  class. 

This  class,  as  I  have  already  stated,  may  be  thought  of  as  com- 
prising about  SS  per  cent  of  our  population.  Men  of  this  class 
at  death  leave  property  worth  from  one  to  forty  thousand  dollars. 
This  middle  class  includes  many  of  the  skilled  and  organized  labor- 
ers, the  great  bulk  of  the  retail  business  men,  and  of  the  teachers, 
ministers,  newspaper  men,  artists,  musicians,  scientists,  lawyers, 
and  doctors,  that  is  to  say,  the  vast  majority  of  those  who  do  all 
the  higher  grades  of  work  except  manufacturing,  banking,  and 
other  kinds  of  big  business.  Our  present  social  organization  con- 
fers as  a  special  privilege  upon  those  who  engage  in  business  the 
opportunity  to  acquire  twice  or  ten  times  or  a  hundred  times  or 
a  thousand  times  as  much  as  men  of  equal  ability  in  other  walks 
of  life.  The  middle  class  contains  those  who  are  sufficiently  well- 
to-do  to  excite  the  emulation  of  ambitious  and  able  youth,  and 
not  so  rich  as  to  excite  instead  hopeless  envy;  rich  enough  to  be 
inclined  to  cautious  conservatism,  and  not  rich  enough  to  pervert 
the  organs  of  public  opinion  and  social  control;  rich  enough  to 
attain  security  and  culture,  and  not  rich  enough  to  be  plunged 
into  wasteful  extravagance  and  decadent  excesses.  One  who  has 
regard  for  the  general  social  welfare  will  look  upon  the  decline 
of  the  middle  class  as  one  of  the  worst  possible  forms  of  failure 
in  the  distribution  of  wealth.  Concerning  this  middle  class  I  will 
pause  to  say  only  this,  that  as  compared  with  the  very  rich,  and 
even  as  compared  with  the  moderately  rich,  the  position  of  the 
middle  class  is  growing  worse.  The  poor  are  in  a  far  more  pitiful 
plight,  but,  though  they  are  so  poor,  they  are  not  rapidly  growing 
poorer;  on  the  other  hand,  in  the  present  concentration  of  wealth 
in  the  possession  of  2  per  cent  of  the  population,  it  is  the  middle 
class  who  are  suffering  the  greatest  decline  in  relative  position. 
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Our  first  proposition,  that  the  inequalities  in  the  distribution 
of  wealth  have  become  excessive  to  the  point  of  absurdity,  has  now 
been  defended.  It  has  been  defended  with  cautious  conservatism 
of  statement,  and  many  of  you  can  emphasize  and  substantiate 
the  proposition  by  additional  evidence  drawn  from  your  own 
knowledge. 

We  pass  now  to  the  second  proposition,  namely,  that  without 
the  exercise  of  social  control  of  the  distribution  of  wealth  ex- 
cessive inequalities  are  inevitable  and  not  only  sure  to  continue 
but  likely  to  grow  worse. 

The  distribution  of  wealth  according  to  unregulated  economic 
tendency  is  nothing  more  nor  less  than  distribution  according  to 
bargaining  power.  Bargaining  power  depends  upon  utility  mth 
scarcity.  Utility,  however  great,  without  scarcity  confers  no  bar- 
gaining power.  Under  ordinary  conditions  the  atmosphere  we 
breathe,  though  its  utility  is  measureless,  has  less  bargaining  value 
than  a  bottle  of  smelling-salts,  and  the  light  and  heat  of  the  sun, 
upon  which  all  life  depends,  has  less  bargaining  value  than  a  tallow 
candle  or  a  match,  because  the  atmosphere  and  the  sunlight  are 
not  scarce.  Likewise  common  labor,  just  because  it  is  common, 
has  little  bargaining  power.  Only  some  form  of  artificial  scarcity 
can  give  to  air  or  sunlight  or  common  labor  a  bargaining  value 
proportionate  to  its  utility.  If  you  take  a  man  by  the  throat  and 
tell  him  that  you  will  not  stop  choking  him  till  he  gives  up  every 
dollar  he  owns,  you  create  an  artificial  scarcity  of  air,  and  air 
acquires  a  bargaining  power  proportionate  to  its  utility.  Simi- 
larly, if  there  should  be  a  general  strike  that  strangled  industry 
it  would  confer  on  labor  a  bargaining  power  proportionate  to  its 
utility.  But  under  unregulated  economic  tendency  few  things  are 
so  cheap  as  common  human  life,  except  the  air  we  breathe  and  the 
light  of  heaven. 

Labor  is  not  a  commodity  to  be  bought  and  sold.  It  is  a  man 
working.  It  is  the  basis  of  a  claim  to  one  man's  share  in  the  pro- 
ceeds of  industry.  Condillac  pointed  out  that  ^Hhe  wage  earner 
can  not  exercise  his  rightful  claim  to  his  own  work,  but  simply 
surrenders  the  claim  in  return  for  a  money  price."* 

The  scarcity  without  which  there  is  no  bargaining  power  may 
be  due  either  to  limitation  of  the  supply  by  nature,  as  in  the  case 
of  diamonds,  gold,  and  comlands,  or  to  cost  of  production,  as  in 

8  Charles  Gide  and  Charles  Rist,  History  of  Economic  Doctrines,  (Heathy 
Boston),  p.  49. 
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the  case  of  manufactured  commodities.  The  supply  of  human  life 
is  not  definitely  limited  either  by  nature  or  by  cost  of  production. 
In  the  case  of  any  commodity,  the  supply  of  which  is  dependent 
upon  human  volition,  there  is  a  normal  bargaining  price  which  is 
protected  by  the  cost  of  production.  For  labor  there  is  no  such 
thing  as  a  normal  price  protected  by  the  cost  of  production. 
When  the  price  of  a  manufactured  article  falls  below  the  cost  of 
production,  manufacturers  curtail  their  output,  or  store  it  in 
warehouses,  and  so  produce  a  scarcity  which  restores  prices  if  the 
commodity  has  utility  as  a  staple  article.  But  the  laborer  cannot 
store  his  labor  for  future  sale — if  not  used  today  it  is  gone  forever 
— and  the  only  way  he  could  curtail  the  output  would  be  to  commit 
suicide.  In  fact,  when  times  are  bad  and  wages  fall,  the  supply 
of  labor  offered,  that  is,  the  number  of  men  seeking  jobs,  instead 
of  being  diminished  is  actually  increased.  If  the  fall  of  wages  in 
any  country  or  any  industry  is  permanent,  the  standard  of  living 
is  imdermined,  and  the  standard  of  living  is  the  only  hoped-for 
check  upon  the  birth  of  children.  Consequently  in  the  second  gen- 
eration the  supply  of  laborers,  badly  reared  in  abodes  of  misery 
and  seeking  the  lowest  and  worst  paid  forms  of  labor,  is  still 
further  increased.  Thus  under  the  uncontrolled  operation  of  eco- 
nomic tendency  the  mass  of  misery  at  the  bottom  of  the  ladder 
tends  to  grow.  Today  we  are  suffering  from  this  result  and  have 
more  of  the  undervitalized,  stimulant-craving,  untrained,  and  in- 
competent, and  a  smaller  proportion  of  capable  and  efficient  labor- 
ers than  we  should  have  if  custom  and  law  had  enabled  the  laborers 
of  preceding  generations  in  Europe  and  America  to  maintain  the 
proper  standard  of  living.  Economic  tendency,  uncontrolled  by 
custom  and  law,  cannot  be  expected  to  produce  any  decent  ap- 
proximation to  a  just  distribution  of  wealth,  because  it  is  nothing 
less  than  the  operation  of  bargaining  power,  which  depends 
upon  scarcity,  and  common  labor  is  common  and  not  scarce.  We 
have  assumed  that  unregulated  bargaining  power  is  a  form  of 
might  that  automatically  makes  right.  It  does  not  make  right, 
it  makes  wrongs. 

In  the  second  place,  unregulated  economic  tendency  can  be  de- 
pended upon  to  produce  an  unjust,  unreasonable,  and  intolerable 
distribution  of  wealth  because  uncontrolled  economic  tendency  pro- 
duces centralized  business  organization.  Within  limits  this  is  a 
good  thing  from  the  point  of  view  of  efficiency  in  production.  It 
is  the  survival  of  the  fittest.    The  interests  of  all  classes  in  society 
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are  one  in  calling  for  the  greatest  efficiency  in  production.  But 
the  interests  of  different  classes  clash  when  it  comes  to  dividing 
the  product.  In  the  division  of  material  goods  what  one  gets  an- 
other does  not  get.  A  high  degree  of  organization  wnder  wnregw- 
lated  economic  tendency  means  efficiency  in  production  and 
injustice  in  distribution.  A  high  degree  of  organization  implies 
concentration  of  control;  it  gives  to  a  few  men  who  are  on  the 
inside  of  the  management  power  to  exploit  the  laborers,  the  in- 
vestors, and  the  consumers. 

First,  the  laborers  are  exploited  because  the  management  sells 
the  entire  output  of  industry  and  receives  the  entire  price,  and  the 
laborers  must  get  out  of  the  hands  of  the  management  such  a  frac- 
tion of  that  total  return  as  they  can  by  force  of  bargaining 
power. 

Second,  the  small  investors  are  exploited,  perhaps  less  than  the 
laborers  or  the  consumers.  They  are  more  silent  under  their  losses, 
partly  because  they  hope  themselves  to  profit  by  ^^business  meth- 
ods." The  fact  of  their  losses  is  illustrated  by  the  relative  decline 
in  economic  position  of  the  middle  class.  Misleading  prospectuses 
and  more  misleading  newspaper  reports,  watered  stock,  bonuses, 
manipulated  fluctuation  in  the  value  of  securities,  and  other  de- 
vices less  easy  to  indicate  in  a  phrase  enable  the  insiders  to  pile 
up  their  millions. 

Third,  the  consumers  are  exploited.  Except  in  war  time  it 
costs,  according  to  season,  anywhere  from  S^  cents  to  8^4  cents 
to  produce  a  can  of  sardines;  but  the  customary  retail  price  re- 
mains at  5  cents  a  can  year  in  and  year  out.  Except  in  time  of 
war  bread  is  5  cents  a  loaf  irrespective  of  the  price  of  wheat,  and 
beer  5  cents  a  glass  irrespective  of  the  price  of  barley.  Thus  a  large 
class  of  articles,  bought  for  daily  use  by  people  in  general,  may 
fluctuate  in  cost  of  production  even  as  much  as  50  per  cent  without 
effect  upon  the  retail  price.  Another  large  and  important  class 
of  articles  change  in  retail  price  by  jumps  of  S5  cents,  50  cents, 
$1.00  and  $5.00.  Thus  an  increase  of  10  cents  or  even  4  cents 
in  the  cost  of  an  article  at  the  mill  has  been  followed  by  an  increase 
of  50  cents  .to  the  consumer,  and  an  increase  of  S7  cents  at  the 
mill  has  been  followed  by  an  increase  of  $1.00  to  the  consumer. 
It  is  true  that  in  some  instances  a  small  per  cent  of  decline  in  the 
cost  of  production  is  followed  by  a  reduction  of  85  cents  or  50 
cents  or  some  other  ^^round"  sum  in  the  price  to  the  consumer. 
But  this  also  indicates  that  the  price  charged  before  the  reduction 
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was  excessive,  and  both  classes  of  facts  justify  the  statement  of 
Professor  Henry  C.  Emery,  based  upon  information  gathered  while 
a  member  of  the  United  States  Tariff  Board,  that  ^^the  relation 
of  the  price  which  the  producer  receives  for  his  commodity  to  the 
price  which  the  consumer  pays  for  it  seems  to  follow  no  rule  of 
logic."^  On  October  8,  the  price  of  a  pound  loaf  of  bread  in  this 
country  varied  from  6  to  15  cents,  the  high  price  being  in  the 
great  food  market  of  the  Middle  West  and  the  low  price  in  the 
manufacturing  district  of  the  East.  Perhaps  no  other  equally 
expensive  article  is  so  often  purchased  for  American  homes  as  a 
piano.  I  am  credibly  informed  that  a  $800.00  piano  costs  $65.00 
at  the  factory.  That  wide  margin  between  cost  of  production 
and  consumer's  price  which  ^'seems  to  follow  no  rule  of  logic"  is 
a  field  of  operation  for  those  who  sit  in  the  seats  of  management. 
Who  shall  estimate  how  many  hundreds  of  millions  annually  this 
condition  invites  the  managers  to  transfer  from  the  pockets  of  the 
consuming  public  to  their  own  bank  accounts,  and  will  as  long 
as  there  is  no  social  control,  and  ^'business  is  business." 

We  have  briefly  pointed  out  two  reasons  why  unregulated  eco- 
nomic tendency  cannot  be  expected  to  result  in  a  tolerable  distri- 
bution of  wealth.  The  first  reason  is  that  distribution  according 
to  economic  tendency  is  distribution  according  to  sheer  bargaining 
power,  and  that  common  labor,  like  light  and  air,  has  not  bargain- 
ing power  in  proportion  to  its  utility,  nor  proportionate  to  any 
tolerable  basis  of  distribution,  that  labor  is  not  a  commodity  to  be 
bargained  for,  but  a  man  working,  and  the  basis  of  a  claim  in 
equity  to  a  share  in  the  product  of  industry.  The  second  reason 
is  that  economic  tendency  is  toward  organization  and  organization 
means  concentration  of  control  over  industry,  and  in  the  absence 
of  social  control  organization  confers  upon  those  who  sit  in  the 
centers  of  management  the  power  to  exploit,  not  only  the  laborers, 
but  also  the  investors  and  perhaps  most  of  all  the  consumers. 

We  must  pause  here  to  consider  "the  specific  productivity 
theory"  which,  as  was  remarked  in  our  introduction,  is  the  form 
of  defense  for  a  policy  of  laissez  faire  just  now  in  vogue.  That 
theory  asserts  that  if  we  had  unlimited  competition,  then  capital 
and  labor  each  would  automatically  receive  just  what  each  pro- 
duces. As  a  substitute  for  that  theory  let  me  ask  you  to  consider 
what  may  be  called  the  organic  theory  of  distribution^  based  on 
the  following  considerations: 

^American  Economic  Review,  V,  636. 
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First,  in  an  organized  industry  it  is  the  organization  as  a  whole 
that  produces,  and  it  is  impossible  to  pick  out  a  definite  share  in 
the  product  that  should  he  ascribed  to  capital  or  to  labor,  just 
as  it  is  impossible  to  say  what  per  cent  of  my  utterance  is  at- 
tributable to  the  lungs  and  diaphragm  and  what  per  cent  to  the 
mouth  and  throat. 

Second,  when  we  thought  that  we  identified  the  share  produced 
by  one  factor  in  organized  industry,  what  we  really  did  was  to 
recognize  the  share  conditioned  by  that  factor,  which  is  a  very 
diiSPerent  thing.  The  factors  in  an  organization  are  so  dependent 
on  each  other  that  the  impairment  of  one  factor  may  not  only 
subtract  from  the  product  of  the  organization  what  that  factor 
produced,  but  may  also  impair  the  productivity  of  the  remaining 
factor.  The  specific  productivity  theory  goes  wrong  at  the  start 
by  assuming  that  what  labor  would  produce  with  no-rent  land  and 
no-rent  machinery  is  the  specific  product  of  labor  when  normally 
supplied  with  capital,  and  that  all  the  balance  of  what  is  produced 
in  normal  mdustry  is  due  to  capital.  Neither  the  product  of  labor 
nor  of  capital  can  be  measured  in  that  way.  By  almost  wholly 
withdrawing  one  factor  in  organization  you  can  find  out  some- 
thing about  what  that  factor  conditions — that  is,  what  could  not 
be  produced  without  it — ^but  you  find  out  in  that  way  nothing 
definite  about  what  that  factor  produces  when  the  two  are  working 
together  normally.  The  amount  conditioned  by  one  factor  in  an 
organization  is  normally  greater  than  the  amount  produced  by 
that  factor.  Thus  one  essential  nut  in  a  locomotive  conditions 
the  movement  of  an  express  train ;  but  it  would  be  absurd  to  say 
that  the  nut  produced  the  movement  of  the  train.  If  you  pay 
for  one  factor  according  to  what  it  conditions  there  will  not  be 
enough  left  to  pay  the  other  factor  according  to  what  it  produces. 
In  an  organization  the  factor  that  can  most  easily  be  withheld 
(in  industry,  capital)  is  in  a  position  to  hold  up  the  whole  process 
and  demand  approximately  all  that  it  conditions  and  to  rob  the 
factor  that  can  least  easily  be  withheld  (in  industry,  common 
labor).  To  pay  the  owner  of  capital  all  the  difference  in  product 
that  his  capital  conditions  is  to  pay  him  part  of  what  labor  pro^ 
duces.  Thus  goes  by  the  board  the  whole  theory  of  rent  and  of 
current  interest — ^not  indeed  as  an  explanation  of  what  happens, 
but  as  a  justification  for  what  happens. 

Interest  on  perishable  capital  goods  is  less  obviously  exploitative 
than  rent  on  land,  because  the  former  must  be  renewed  out  of 
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interest.  But  if,  as  leading  teachers  of  the  specific  productivity 
theory  hold,  capital  renewed  out  of  its  own  earnings  becomes 
eternal,  it  soon  outlives  those  who  are  entitled  to  wages  of  absti- 
nence, so  that  any  further  use  of  interest  for  purposes  of  con- 
sumption becomes  exploitative. 

According  to  the  specific  productivity  theory  free  competition 
eliminates  pure  profits.  This  contention  becomes  relatively  un- 
important if  rent  and  interest  can  be  exploitative.  However,  it  is 
worth  noting  that  the  elimination  of  profits  even  by  the  freest 
competition  is  very  doubtful.  Adequate  investigation  would  prob- 
ably show  that  those  instances  in  which  capital  is  not  ^^fluid,"  in- 
stead of  being  negligible  exceptions,  really  are  the  rule. 

The  question  whether  free  competition  would  eliminate  pure 
profits  is  not  only  rendered  extremely  doubtful  by  the  fact  that 
under  the  freest  competition  capital  is  not  fluid,  and  rendered 
relatively  unimportant  by  the  fact  that  rent  and  interest  can  be 
exploitative,  but  is  at  present  merely  academic.  Pure  profits  have 
not  been  eliminated.  As  nearly  as  we  can  tell  from  the  census, 
profits,  in  times  of  peace,  amount  to  S7.5  per  cent  of  the  total 
national  income,  or  58  per  cent  as  much  as  all  wages  and  salaries. 

We  do  not  have  and  probably  cannot  get  that  unlimited  com- 
petition without  which  the  specific  productivity  theory  has  no 
claim  to  validity.  Every  defense  of  laissez  faire  implies  free  com- 
petition, but  a  policy  of  laissez  faire  ultimately  destroys  free 
competition.  Even  if  social  control,  which  is  the  opposite  of 
laissez  faire^  did  its  utmost  to  preserve  unlimited  competition  it 
is  doubtful  whether  we  could  get  it.  How  will  you  make  men 
compete  when  they  find  it  more  profitable  to  have  an  understand- 
ing? If  we  did  get  unlimited  competition  we  should  do  so  at  enor- 
mous sacrifice  of  efficiency  in  organization.  Such  competition  and 
bad  business  habits  surviving  from  former  competition  as  we  now 
have  cost  us  hundreds  of  millions  annually,  and  at  this  moment  are 
causing  business  men  like  Mr.  Frank  Vanderlip  and  economists  like 
Professor  H.  C.  Adams  to  call  for  social  control  to  check  competi- 
tion in  order  to  avoid  the  wastes  that  diminish  our  efficiency  for 
war.  If  we  could  get  unlimited  competition  at  the  enormous  sacri- 
fice of  efficiency  which  it  would  involve,  probably  it  would  not  elimi- 
nate pure  profits;  even  if  it  did  eliminate  pure  profits  it  might 
depress  wholesale  prices  till  labor  could  not  be  paid  a  decent  wage ; 
at  the  same  time,  since  retail  buyers  are  relatively  inefficient  com- 
petitors, it  would  not  lower  retail  prices  so  as  correspondingly  to 
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enhance  the  purchasing  power  of  wages;  and  rent  and  interest 
could  still  be  exploitative. 

The  only  way  to  secure  justice  to  labor  is  to  get  away  from  the 
effects  of  unlimited  competition.  The  specific  productivity  theory 
is  right  in  pointing  out  that  under  free  competition  the  wage 
of  any  class  of  laborers  sinks  to  the  level  of  the  least  productively 
employed  labor  in  that  class,  or  that  can  enter  that  class. 

From  all  the  causes  above  set  forth  it  is  clear  that  there  is  no 
reasonable  meaning  in  the  theory  that  under  free  competition 
labor  would  receive  its  specific  product.  The  organic  theory  of 
distribution  is  that  the  specific  product  of  one  factor  in  organiza- 
tion is  not  automatically  distinguishable  from  the  product  of  the 
organization  as  a  whole ;  that  what  a  factor  in  organization  condi- 
tions is  an  absolutely  illogical  test  of  what  it  produces  or  of  what 
it  should  receive;  that  under  private  ownership  it  is  expedient  to 
pay  for  the  use  of  land  and  capital  enough  to  prevent  their  with- 
drawal from  productive  use ;  but  that  only  men — ^whether  laborers 
or  capitalists — ^have  rights,  and  that  distribution  of  products 
among  the  men  who  participate  in  production  presents  a  problem 
in  equity  that  can  be  logically  solved  only  by  principles  of  justice 
and  expediency  formulated  by  intellectual  leaders,  and  established 
in  custom  as  well  as  in  law. 

We  have  now  arrived  at  our  third  proposition,  namely,  that  the 
time  has  come  when  we  are  justified  in  hoping  for  a  considerable 
measure  of  success  in  a  courageous  and  constructive  program  for 
the  social  control  of  the  acquisition  of  wealth. 

The  power  of  law  and  custom  to  affect  the  distribution  of  wealth 
has  been  sufficiently  demonstrated  by  experience.  Even  an  insti- 
tution so  repugnant  to  the  principles  of  justice  and  the  instincts 
of  human  nature  as  the  law  of  primogeniture  can  be  made  to 
work,  provided  it  has  the  sanction  of  public  opinion.  And  it  has 
gone  far  in  promoting  and  perpetuating  the  concentration  of 
wealth  in  England. 

The  power  of  custom,  even  unaided  by  law,  to  standardize 
prices  is  illustrated  by  the  facts  I  have  cited  concerning  bread 
and  beer  and  a  large  class  of  important  articles  of  daily  con- 
sumption. 

Our  business  magnates  have  defended  the  operation  of  economic 
tendency  in  their  dealings  with  labor,  but  have  often  defied  and 
controlled  it  in  their  dealings  with  one  another,  with  investors, 
and  with  the  consumers.     Consequently  the  colossal  fortunes  and 
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absurd  concentration  of  wealth  in  our  new  country  do  not  more 
aptly  illustrate  the  natural  effects  of  unregulated  competition  than 
they  do  the  power  of  artificial  control  over  competition.  They  il- 
lustrate the  fact  that  the  ultimate  economic  tendency  is  the  disposi- 
tion of  economic  tendency  to  defeat  itself  by  enlisting  for  its  own 
abatement  the  agencies  of  control.  And  the  broadest  generaliza- 
tion upon  this  theme  that  is  justified  by  the  facts  of  experience  is 
thisy  that  the  policy  of  laissez  faire^  or  unregulated  individualism, 
is  inherently  a  temporary  policy,  a  policy  that  is  sure  to  make 
itself  intolerable — ^intolerable,  first,  to  the  great  survivors  of  the 
competitive  struggle  who  temporarily  have  profited  by  it  but  who 
continue  to  prosper  only  by  controlling  it;  and  intolerable,  sec- 
ondly, to  the  masses  who  have  temporarily  been  exploited  by  it, 
and  who  slowly  but  surely  become  sufficiently  enlightened  and 
sufficiently  organized  to  unite  in  securing  their  freedom  from  its 
exploitation. 

Experiments  in  the  control  of  the  acquisition  of  wealth  in  the 
interest  of  society  at  large  have  not  yet  been  carried  as  far  as 
experiments  in  its  control  in  the  interest  of  the  ruling  economic 
class.  Yet  they  have  accomplished  enough  to  demonstrate  that 
there  is  nothing  illogical  or  visionary  in  talking  about  the  control 
of  the  acquisition  of  wealth  in  the  interest  of  social  policy.  It  is 
hardly  open  to  reasonable  doubt  that  society  covld  socialize  the 
unearned  increment  or  even  the  rental  value  of  land — and  that 
without  serious  injustice  to  present  owners  and  without  impairing 
the  right  of  occupancy  of  their  heirs.  Nor  is  it  open  to  serious 
doubt  that  society  could  extend  the  policy  of  public  ownership 
of  capital;  or  that  society  covld  further  limit  the  transmission  of 
wealth  by  inheritance;  or  that  society  could  greatly  extend  the 
sphere  of  operation  of  minimum  wage  boards ;  or  that  society  could 
diminish  the  opportunity  to  swell  private  fortunes  by  banking  and 
dealing  in  corporate  securities;  or  that  society  could^  without 
necessarily  assuming  the  conduct  of  manufactures,  become  the 
only  jobber  and  retailer  and  so  eliminate  the  waste  of  competitive 
merchandising  and  secure  the  absolute  control  of  prices.  I  am 
surprised  that  no  one  seems  to  have  proposed  and  advocated  this 
simple  and  effective  method  of  securing  social  control  of  industry. 

It  would  be  out  of  the  question  in  the  moments  remaining  to 
attempt  the  advocacy  of  any  specific  methods  for  social  control 
of  the  acquisition  of  wealth. 

I  have  now  discussed,  as  far  as  time  allowed,  the  three  proposi- 


sod  American  Economic  Association 

tions :  First,  that  while  rightly  and  inevitably  there  will  be  differ- 
ences between  the  possessions  of  different  men,  these  inequalities 
may  become  excessive  and  in  fact  they  have  become  excessive  to 
the  point  of  absurdity.  Second,  without  the  exercise  of  social 
control  over  the  acquisition  of  wealth,  such  excessive  inequalities 
are  inevitable  and  not  only  sure  to  continue  but  likely  to  grow 
worse.  Third,  the  time  has  come  when  we  are  justified  in  hoping 
for  a  considerable  measure  of  success  in  a  courageous  and  con- 
structive program  for  the  social  control  of  the  acquisition  of 
wealth. 

Permit  me  to  add  a  few  observations  by  way  of  conclusion. 

First,  the  production  of  wealth  without  reasonable  distribution 
of  it  does  not  constitute  economic  success  for  the  nation.  How- 
ever much  we  may  extend  our  railway  mileage,  increase  our  bal- 
ance of  trade,  and  swell  our  bank  clearances,  still  our  economic 
system  is  mostly  a  failure  if  2  per  cent  of  the  people  are  inundated 
with  income  while  for  lack  of  a  reasonable  distribution  of  wealth 
hundreds  of  thousands  annually  die  needless  deaths  and  millions 
more  live  stunted,  perverted,  and  blighted  in  body  and  in  mind, 
and  the  middle  class  declines.  The  problem  of  production  we  have 
measurably  solved.    The  problem  of  distribution  now  confronts  us. 

Second,  this  problem  can  never  be  solved  as  a  mere  problem  in 
exchange — ^in  unregulated  bargaining ;  neither  caai  it  be  solved  by 
the  mere  passage  of  laws.  Its  solution  depends  also  upon  public 
opinion,  which  may  be  misguided  and  supine ;  upon  custom,  which 
may  be  an  outgrown  survival  unadapted  to  the  exigency  of  the 
present ;  and  upon  morality,  which  may  be  only  embryonic  at  this 
point.  History  shows  repeated  and  impressive  instances  in  which 
what  had  been  wholly  impracticable  became  practicable  when,  and 
only  when,  the  requisite  change  was  made  in  the  state  of  mind  of 
the  public. 

Third,  to  permit  the  heaping  up  of  swollen  fortunes,  not  only 
inflicts  upon  the  nation  an  economic  injury,  but  also  perverts  the 
standards  of  ambition  and  misdirects  the  national  energies.  The 
ambitious  strive  for  success  as  success  is  defined  by  the  society  to 
which  they  belong.  American  society  can  have  that  type  of 
achievement  which  it  most  highly  rewards  and  appreciates  in  any 
amount  and  degree  up  to  the  very  limits  of  human  possibility. 
We  can  have  science,  art,  literature,  incorruptible  administration 
over  the  affairs  of  our  cities,  and  social  organization  which  makes 
the  joys  and  worth  of  human  life  accessible  to  every  normal  citizen. 
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provided  such  achievements  command  our  highest  rewards  and  our 
most  pronounced  approvals.  There  may  have  been  a  time  when 
the  organization  of  production  was  our  prime  need.  It  is  so  no 
longer;  and  if  we  continue  to  oiFer  to  business  success  such  dis- 
proportionate rewards,  that  will  be  a  potent  factor  for  the  abor- 
tion of  our  national  development. 

It  even  perverts  our  conception  of  success  in  business  itself. 
We  assume  without  question  that  business  success  is  measured  by 
acquisition,  not  by  production.  Yet  this  attitude  of  ours  is  an 
absurdity.  We  measure  the  success  of  a  captain  of  industry,  not 
by  the  welfare  of  the  detachment  in  the  army  of  industry  which 
he  commands,  not  by  the  production  of  utilities  which  his  detach- 
ment in  the  army  of  industry  pours  into  the  current  of  the  nation's 
economic  life,  but  we  measure  it  by  the  amount  that  he  can  ap- 
propriate to  himself  out  of  the  utilities  created  by  the  nation's 
industry.  Usually  he  contributes  something  in  return  for  all  he 
takes,  sometimes  he  contributes  much,  and  sometimes,  as  in  the 
case  of  the  mere  speculator,  it  is  impossible  to  prove  that  he  con- 
tributes anything.  In  any  case  it  is  not  what  he  produces  but 
what  he  takes  that  is  the  popular  measure  of  his  success.  That 
this  absurd  standard  for  the  judgment  of  success  seems  to  us 
normal  and  inevitable  is  an  exhibition  of  the  degree  to  which 
the  present  disorganization  of  distribution  has  perverted  our  own 
minds. 

Fourth,  money  is  power.  Sovereignty  is  nothing  more,  nor  less 
than  the  predominant  power.  All  government  is  an  exercise  of 
power.  When  predominant  power  is  exercised  by  one  class  we 
have  autocracy  or  oligarchy ;  when  it  is  exercised  by  the  responsible 
agents  of  the  people  according  to  forms  devised  by  the  responsible 
agents  of  the  people,  we  have  democracy.  Power  is  of  three  kinds : 
first,  physical  force  represented  by  the  policeman's  billy  and  the 
soldier's  bayonet;  second,  money  is  power;  third,  knowledge  is 
power. 

Ancient  despotisms  rested  mainly  upon  physical  force,  upon 
militarism.  The  first  development  of  democracy  was  to  remove 
from  any  one  class  of  society  the  exercise  of  predominant  physical 
force.  This  first  step  is  a  great  accomplishment.  The  forms  of 
freedom  which  we  How  cherish  provide  fairly  well  for  liberty  from 
arbitrary  physical  compulsion.  The  second  form  of  power,  the 
power  of  money,  is  exercised  by  governments  chiefly  through  the 
funds  raised  by  taxation  and  by  the  imposition  of  fines.    It  is  a 
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maxim  of  political  science  that  where  the  taxing  power  resides 
there  resides  the  sovereignty.  A  few  dozen  Americans  exercise 
a  taxing  power  which  emperors  might  envy,  and  millions  of  other 
Americans  live  under  the  control  of  economic  pressure  in  compari- 
son with  which  the  pressure  exercised  by  the  laws  that  are  enforce- 
able by  fines  is  slight.  Because  of  this  economic  pressure,  our 
carefully  protected  freedom  from  physical  compulsion,  our  free- 
dom de  jure,  is  often  accompanied  by  unfreedom  de  facto.  A  dis- 
tinguished member  of  the  American  Economic  Association  has 
written:  "Whoever  controls  the  property  of  a  nation  becomes 
thereby  the  virtual  ruler  thereof."  And  nearly  three-fifths  of  the 
property  of  the  United  States  is  declared  to  be  in  the  possession 
of  S  per  cent  of  its  people.  I  am  not  responsible  for  these  facts 
and  only  state  them.  We  are  all  responsible  if  we  do  not  face 
them. 

The  third  form  of  power  is  the  power  of  ideas.  Only  provide 
the  organization  for  forming  and  expressing  the  common  will  and 
the  dictum  of  Comte  becomes  practically  true:  "Ideas  rule  the 
world."  The  theory  of  democracy  is  that  when  discussion  is  free 
those  ideas  which  accord  with  the  facts  in  the  long  run  will  win 
public  assent,  so  that  public  action  will  be  an  adaptation  to  the 
requirements  of  the  actual  situation.  The  schools  and  the  press 
are  the  chief  agencies  by  which  the  facts  are  discovered  and  given 
to  the  public ;  therefore  the  schools  and  the  press  are  the  citadels 
of  democracy.  To  have  the  schools  and  the  press  controlled  in 
the  interest  of  a  class  would  be  little  if  anything  short  of  abandon- 
ing the  hope  of  fulfilling  the  purposes  of  democracy.  To  have  the 
great  dailies  owned  by  those  who  have  been  brought  up  under  the 
influence  of  the  opinion-complex  of  one  class  is  almost  equivalent 
to  giving  to  that  class  the  autocracy  of  the  nation.  The  sincerity 
with  which  that  opinion-complex  is  held  only  increases  the  intoler- 
ance with  which  that  power  is  exercised.  Ruling  classes  are 
usually  well  convinced  of  their  right  to  rule.  Mere  assertion  and 
assumption  reiterated  in  the  public  ear  have  power  to  form  the 
public  mind,  still  more  if  backed  by  biased  discussion  and  a  biased 
presentation  of  facts. 

It  betokens  an  unnatural  and  artificial  situation,  resulting  from 
class  control  of  the  organs  of  opinion,  that  in  this  democracy  we 
have  no  great  liberal  party.  The  conservatives  appear  to  have 
captured  the  "machines"  of  both  of  the  great  political  organiza- 
tions.   If  one  of  them  and  its  organs  of  publicity  should  become 
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cautiously  but  courageously  and  constructively  liberal,  it  would 
come  into  scarcely  disputed  power.  The  public  of  a  democracy 
naturally  divides  into  three  groups.  First  is  the  conservative 
group,  largely  composed  of  elegant,  cultivated,  and  kindly  people 
who  assent  to  only  such  minimum  concessions  in  the  direction  of 
increased  democracy  as  are  forced  from  them,  as  the  condition 
of  keeping  in  the  main  the  status  quo.  At  the  other  extreme  are 
the  malcontents  and  the  radicals,  who  also  may  think  themselves 
just  but  who  care  for  little  save  the  interest  of  their  own  group, 
and  are  willing  to  resort  to  vagaries  or  even  to  violence.  Between 
them  is  a  truly  liberal  group  not,  on  the  one  hand,  grudgingly 
yielding  concessions  nor,  on  the  other  hand,  tolerating  violence  or 
incautious  experiments,  but  courageously  and  constructively  seek- 
iiig  for  justice  and  the  gradual  realization  of  the  nearest  feasible 
approach  to  the  fulfilment  of  the  ideals  of  democracy.  To  this 
third  group,  swayed  by  no  partisan  consideration  but  governed 
solely  by  knowledge  of  the  facts  and  regard  for  the  public  good, 
the  members  of  our  two  associations  should  naturally  belong. 


MOTIVES  IN  ECONOMIC  LIFE 

By  Carleton  H.  Pabker 
The  University  of  Washington 

The  first  quarter  of  this  century  is  breaking  up  in  a  riot  of 
economic  irrationalism.  The  carefully  selected  efficiency  axioms 
of  peaceful  life  are  tossed  on  the  scrap  heap,  and  all  society  seems 
to  be  seeking  objects  and  experiences  not  found  in  any  of  our 
economists'  careful  descriptions  of  the  modern  industrial  order. 
War  allies  refuse  to  unify  their  military  policy,  Russia  is  called 
on  to  exhibit  a  sedate  and  stable  economic  life  when  she  lacks 
wholesale  all  the  attributes  to  it.  And  we  Americans,  despite  the 
notorious  record  of  stringent  social  accounting  imposed  by  the 
standards  of  war  efficiency,  still  lean  with  fine  confidence  upon 
the  structure  of  genial  optimism  which  dominates  so  much  of  our 
national  psychology.  We  look  hopefully  to  see  patriotism  flow 
pure  and  strong  from  an  industrial  stratum  whose  occasional 
phenomena  are  Lawrence,  McKees  Rock,  Paterson,  Colorado  Fuel 
and  Iron,  the  Durst  hop  ranch  in  California,  Everett  in  Wash- 
ington, Butte  in  Montana,  Bisbee  in  Arizona.  Though  strikes 
have  increased  some  300  per  cent  over  peace  times,  though  the 
American  labor  world  is  boiling  and  sputtering  disturbances,  be- 
wildering in  their  variety  and  rapidity  of  appearance,  our  cure 
is  a  vague  caution  to  ^^wait  until  casualties  begin  to  come,"  an 
uneasy  contemplation  of  labor  conscription,  or  a  wave  of  sup- 
pression. 

Though  national  unity,  economic  and  military,  seems  the  ob- 
vious and  essential  aim  of  the  patriotic  citizen,  much  done  in  the 
name  of  unification  seems  to  be  curiously  efficient  in  producing  dis- 
unity. The  following  commonplace  incident  illustrates  this.  Note 
first  that  Seattle  is  in  a  state  of  extreme  industrial  unrest.  During 
a  single  short  period  this  sunmier,  that  city  had  a  two  weeks' 
strike  paralysis  of  its  street-car  system,  a  threatened  walk-out  of 
the  gas  workers,  was  the  strike  center  of  a  complete  tie-up  of  the 
lumber  industry  of  the  state,  experienced  a  building-trades  strike 
involving  the  entire  city,  had  a  walk-out  of  30,000  shipbuilders, 
an  express  drivers'  strike,  a  candy  workers'  strike,  a  newsboys' 
strike,  and  enjoyed  the  beginning  of  an  organization  of  domestic 
servants.  This  city  so  described  becomes  the  environment  for  the 
following  incident. 
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The  I.  W.  W.  is  strong  in  the  Pacific  Northwest,  and  though 
it  bitterly  fights  the  American  Federation  of  Labor,  some  of  the 
federation  trade  unions  found  in  the  rough-handed  trades,  such 
as  lumbering,  stevedoring,  and  even  shipbuilding,  have  drifted 
toward  syndicalism  and  many  of  their  members  even  carry  secretly 
the  red  cards  of  the  I.  W.  W.  The  federal  government  has  met 
the  anti-war  agitation  of  the  I.  W.  W.  with  fair  cleverness.  When 
arrests  have  been  made,  publicity  has  been  given  to  the  alleged 
treasonable  activity  of  the  leaders,  and  the  government  case  sus- 
tained before  the  public.  The  economic  activities  of  the  rank  and 
file  of  the  I.  W.  W.,  however,  have  not  been  interfered  with,  and 
their  meeting  halls  in  the  Northwest  continue  thronged  and  the 
center  of  their  strike  activity.  A  Mrs.  Sandburg,  a  Finnish 
woman,  widow,  with  two  children  of  three  and  six,  lives  on  a  small 
farm  near  Seattle.  Being  destitute  she  had  been  awarded  a 
mothers'  pension  by  King  County.  On  November  17  of  this  year 
this  pension  was  cut  off  and  the  woman  recommended  for  deporta- 
tion because  federal  officers  asserted  that  *^she  was  actively  work- 
ing in  the  interests  of  the  I.  W.  W.,  meetings  had  been  held  at  her 
home,  and  members  of  the  organization  had  visited  there  fre- 
quently." Nothing  could  be  more  ingeniously  done  to  focus  the 
interest  of  a  large  unrestful  labor  group  in  the  state  of  Washing- 
ton on  sjmdicalism  than  this  incident.  This  well-intentioned  and 
conventioally  patriotic  act  is  not  merely  inopportune,  it  is  un- 
happily creative.  The  great  emotional  outflow  stimulated  into 
existence  by  the  startling  announcement  of  our  national  danger 
is  being  transferred  from  its  desirable  nationalistic  object  and 
focused  on  such  activities,  distressing  both  socially  and  econom- 
ically. It  seems  an  accurate  example  of  the  Freudian  libertragung, 
the  transference  of  emotional  expression.  Such  a  mutilation  of 
the  psychological  basis  of  Seattle's  patriotic  unity  does  not  run 
counter  to  the  current  standards  of  acceptable  economic  or  social 
development.  To  most  of  the  citizenship  national  unity  remains 
a  legal  concept. 

It  is  a  far  cry  from  such  a  pseudo-politico  economic  illustration 
to  a  consideration  of  the  delinquencies  of  modem  economics, 
but  there  is  a  vital  relation.  Our  conventional  economics  today 
analyzes  no  phase  of  industrialism  nor  the  wage  relationship, 
nor  citizenship  in  pecuniary  society,  in  a  manner  to  oiFer  a 
key  to  such  distressing  and  complex  problems  as  this.  Human 
nature  riots  today  through  our  economic  structure  with  ridi- 
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cule  and  destruction,  and  we  economists  look  on  helpless  and 
aghast.  The  menace  of  the  war  does  not  seem  potent  to  quiet 
revolt  or  still  class  cries.  The  anxiety  and  apprehension  of 
the  economist  should  not  be  produced  by  this  cracking  of  his 
economic  system,  but  by  the  poverty  of  the  criticism  of  indus- 
trialism which  his  science  offers.  Why  are  economists  mute  in 
the  presence  of  a  most  obvious  crisis  in  our  industrial  society? 
Why  have  our  criticisms  of  industrialism  no  sturdy  warnings  about 
this  unhappy  evolution?  Why  does  an  agitated  officialdom  search 
today  in  vain  among  our  writings  for  scientific  advice  touching 
labor  inefficiency  or  industrial  disloyalty,  for  prophecies  and  plans 
about  the  rise  in  our  industrialism  of  economic  classes  unhar- 
monious  and  hostile? 

The  fair  answer  seems  this.  We  economists  speculate  little  on 
human  motives.  We  are  not  curious  about  the  great  basis  of  fact 
which  dynamic  and  behavioristic  psychology  has  gathered  to  illus- 
trate the  instinct  stimulus  to  human  activity.  Most  of  us  are  not 
interested  to  think  of  what  a  psychologically  full  or  satisfying 
life  is.  We  are  not  curious  to  know  that  a  great  school  of  be- 
havior analysis  called  the  Freudian  has  been  built  around  the 
human  instincts.  Our  economic  literature  shows  that  we  are  but 
rarely  curious  to  know  whether  industrialism  is  suited  to  man's 
inherited  nature,  or  what  man  in  turn  will  do  to  our  rules  of  eco- 
nomic conduct  in  case  these  rules  are  repressive.  The  motives 
to  economic  activity  which  have  done  the  major  service  in  orthodox 
economic  texts  and  teachings  have  been  either  the  vague  middle- 
class  virtues  of  thrift,  justice,  and  solvency ;  or  the  equally  vague 
moral  sentiments  of  "striving  for  the  welfare  of  others,"  "desire 
for  the  larger  self,"  "desire  to  equip  oneself  well" ;  or  lastly,  that 
labor-saving  deduction  that  man  is  stimulated  in  all  things  eco- 
nomic by  his  desire  to  satisfy  his  wants  with  the  smallest  possible 
effort.  All  this  gentle  parody  in  motive  theorizing  continued  con- 
temporaneously with  the  output  of  the  rich  literature  of  social 
arid  behavioristic  psychology  which  was  almost  entirely  addressed 
to  this  very  problem  of  human  motives  in  modem  economic  society. 
Noteworthy  exceptions  are  the  remarkable  series  of  Veblen  books, 
the  articles  and  criticisms  by  Mitchell,  Fisher,  and  Patten,  and 
the  significant  small  book  by  Taussig  entitled  Inventors  and  Moneys 
Makers.  It  is  to  this  complementary  field  of  psychology  that 
the  economists  must  turn  for  a  vitalization  of  their  basic  hypoth- 
eses.    There  awaits  them  a  bewildering  array  of  studies  of  the 
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motives,  emotions,  and  folk  ways  of  our  pecuniary  civilization. 
Generalizations  and  experiment  statistics  abound  ready-made  for 
any  structure  of  economic  criticism.  The  human  motives  are 
isolated,  described,  compared.  Business  confidence,  the  release  of 
work  energy,  advertising  appeal,  market  vagaries,  the  basis  of 
value  computations,  decay  of  workmanship,  the  labor  unrest,  de- 
cline in  the  thrift  habit,  are  the  subjects  treated.  A  brief  list  of 
these  economic-psychologists  is  impressive:  Yeblen,  Thomdike, 
HolUngworth,  Dewey,  James,  Watson,  Holt,  Sumner,  Thomas, 
Stanley  Hall,  Jastrow,  Patrick,  Hobhouse,  M'Dougall,  Hart, 
Shand,  Wallas,  Lippmann,  Freud,  Prince,  Southard,  Glueck, 
Brill,  Bailey,  Paton,  Cannon,  Crile,  and  so  on.  One  might  say, 
with  fairness,  that  each  one  of  these  has  contributed  criticism 
touching  the  springs  of  human  activity  of  which  no  economic 
theorist  can  aiFord  to  plead  ignorance.  The  stabilizing  of  the 
science  of  psychology  and  the  vogue  among  economists  of  the 
scientific  method  will  not  allow  these  psychological  findings  to  be 
shouldered  out  by  the  careless  a  priori  deductions  touching  human 
nature  which  still  dominate  our  orthodox  texts.  The  confusion 
and  metaphysical  propensities  of  our  economic  theory,  our  neglect 
of  the  consequences  of  child  labor,  our  lax  interest  in  national 
vitality  and  health,  the  unusableness  of  our  theories  of  labor  un- 
rest and  of  labor  efficiency,  our  careless  reception  of  problems  of 
population,  eugenics,  sex,  and  birth  control;  our  ignorance  of 
the  relation  of  industry  to  crime,  industry  to  feeble-mindedness, 
industry  to  functional  insanity,  industry  to  education;  and  our 
astounding  indifference  to  the  field  of  economic  consumption — all 
this  delinquency  can  be  traced  back  to  our  refusal  to  see  that 
economics  was  social  economics,  and  that  a  full  knowledge  of  man, 
his  instincts,  his  power  of  habit  acquisition,  his  psychological  de- 
mands were  an  absolute  prerequisite  to  clear  and  purposeful  think- 
ing on  our  industrial  civilization.  M'Dougall,  the  Oxford  social 
psychologist,  said  in  direct  point:  ^^Political  economy  suffered 
hardly  less  from  the  crude  nature  of  the  psychological  assumption 
from  which  it  professed  to  deduce  .the  explanations  of  its  facts, 
and  its  prescriptions  for  economic  legislation.  It  would  be  a  libel 
not  altogether  devoid  of  truth  to  say  that  the  classical  political 
economy  was  a  tissue  of  false  conclusions  drawn  from  false  psycho- 
lopcal  assumptions.'' 

What  then  are  the  facts  of  human  nature  which  the  newer 
psychology  offers  as  the  beginning  of  economic  theorizing? 
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Man  is  bom  into  this  world  accompanied  by  a  rich  psychical 
disposition  which  furnishes  him  ready-made  all  his  motives  for  con- 
duct, all  his  desires,  economic  or  wasteful,  moral  or  depraved, 
crass  or  aesthetic.  He  can  show  a  demand  for  nothing  that  is 
not  prompted  by  this  galaxy  of  instincts.  He  is  a  mosaic  of  unit 
tendencies  to  react  faithfully  in  certain  ways  when  certain  stimuli 
are  present.  As  M'Dougall  has  graphically  put  it,  *^Take  away 
these  instinctive  dispositions  with  their  powerful  impulses  and  the 
human  orgcuiism  would  become  incapable  of  activity  of  any  kind ; 
it  would  lie  inert  and  motionless  like  a  wonderful  clockwork  whose 
mainspring  had  been  removed  or  a  steam  engine  whose  fires  had 
been  drawn.  These  impulses  are  the  mental  forces  which  maintain 
and  shape  all  the  life  of  individuals  and  societies,  and  in  them  we 
are  confronted  with  the  central  mystery  of  life  and  mind  and  will." 

Thomdike,  the  Columbia  psychologist,  in  his  analysis  of  human 
motives,  has  written,  *^The  behavior  of  man  in  the  family,  in  busi- 
ness, in  the  state,  in  religion,  and  in  every  other  affair  of  life,  is 
rooted  in  his  unlearned  original  equipment  of  instincts  and  capac- 
ities. All  schemes  of  improving  human  life  must  take  account 
of  man's  original  nature,  most  of  all  when  their  aim  is  to  counter- 
act it." 

Veblen  wrote  in  his  book.  The  Instinct  of  Workmanship,  "for 
mankind,  as  for  the  other  higher  animals,  the  life  of  the  species 
is  conditioned  by  the  complement  of  instinctive  proclivities,  and 
tropismatic  aptitudes  with  which  the  species  is  typically  endowed. 
Not  only  is  the  continued  life  of  the  race  dependent  upon  the  ade- 
quacy of  its  instinctive  proclivities  in  this  way,  but  the  routine 
and  details  of  its  life  are  also,  in  a  last  resort,  determined  by 
these  instincts.  These  are  the  prime  movers  in  human  behavior, 
as  in  the  behavior  of  all  those  animals  that  show  self-direction  or 
discretion.  The  human  activity,  in  so  far  as  it  can  be  spoken  of 
as  conduct,  can  never  exceed  the  scope  of  these  instinctive  disposi- 
tions by  initiative  of  which  man  takes  action.  Nothing  falls  within 
the  human  scheme  of  things  desirable  to  be  done  except  what 
answers  to  these  native  proclivities  of  man.  These  native  pro- 
clivities alone  make  anything  worth  while,  and  out  of  their  work- 
ing emerge  not  only  the  purpose  and  efficiency  of  life  but  its 
substantial  pleasures  and  pains  as  well." 

John  Dewey  wrote  in  his  Democracy  m  Education:  **The  in- 
stinct activities  may  be  called,  metaphorically,  spontaneous  in  the 
sense  that  the  organs  give  a  strong  bias  for  a  certain  sort  of 
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operation — a  bias  so  strong  that  we  cannot  go  contrary  to  it, 
though  by  trying  to  go  contrary  we  may  pervert,  stunt,  and  cor- 
rupt them." 

Cannon,  the  Harvard  physiologist,  has  said:  *^More  and  more 
it  is  appearing  that  in  men  of  all  races,  and  in  most  of  the  higher 
animals,  the  springs  of  action  are  to  be  foimd  in  the  influences 
of  certain  emotions  which  express  themselves  in  characteristic  in- 
stinctive acts." 

Instincts  to  their  modem  possessor  seem  unreasoning  and  un- 
rational,  and  often  embarrassing.  To  the  race,  however,  they  are 
an  efficient  and  tried  guide  to  conduct,  for  they  are  the  result  of 
endless  experiments  of  how  to  fight,  to  grow,  to  procreate,  under 
the  ruthless  valuing  mechanism  of  the  competition  for  survival. 
In  fact,  outside  of  some  relatively  unimportant  bodily  attributes, 
the  instincts  are  all  that  our  species  in  its  long  evolution  has  con- 
sidered worth  saving.  When  one  considers  the  unarmed  state  in 
which  the  soft-bodied  human  is  shoved  out  in  the  world  to  fight 
for  his  existence  against  creatures  with  thick  hides,  vise-like  jaws, 
and  claws,  it  becomes  clearly  evident  that  if  man  had  not  been 
equipped  with  an  instinctive  and  unlearned  code  of  efficient  com- 
petition behavior  his  struggle  on  this  earth  would  have  been  brief 
and  tragic.  And  also  in  contrast  with  his  own  remote  ape  an- 
cestors, one  could  in  retrospect  see  that  the  survival  of  the  human 
species  must  have  had  as  a  prerequisite  a  rich  and  varied  instinct 
equipment  which  removed  man  from  the  necessity  of  learning  a 
complete  scheme  of  behavior  via  the  dangerous  trial  and  error 
method.  The  species,  without  some  unlearned  and  protective  capac- 
ities, would  not  have  lasted  the  instruction.  Within  the  past  ten 
thousand  years  nothing  in  our  brilliant  experiment  with  the  en- 
vironment called  civilization  has  been  long  enough  adhered  to  to 
bring  about  a  psychical  adjustment  capable  of  physical  inher- 
itance, and  so  the  basic  motives  of  the  business  man  today  remain 
those  of  his  cave  ancestor.  The  contribution  of  civilization  has 
been  merely  an  accumulation  of  more  or  less  useful  traditions 
touching  habits  accidental  in  character  and  questionable  in  de- 
sirability. 

All  human  activity,  then,  is  untiringly  actuated  by  the  demand 
for  realization  of  the  instinct  wants.  If  an  artificially  limited 
field  of  human  endeavor  be  called  economic  life,  all  of  its  so-called 
motives  hark  directly  back  to  the  human  instincts  for  their  origin. 
There  are,  in  truth,  no  economic  motives  as  such.     The  motives 
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of  economic  life  are  the  same  as  those  of  the  life  of  art,  of  vanity 
and  ostentation,  of  war  and  crime,  of  sex.  Economic  life  is  merely 
the  life  in  which  instinct  gratification  is  alleged  to  take  on  a  ra* 
tional  pecuniary  habit  form.  Man  is  not  less  a  father  with  a 
father's  parental  instinct-interest  just  because  he  passes  down  the 
street  from  his  home  to  his  office.  His  business  raid  into  his  rival's 
market  has  the  same  naive  charm  that  tickled  the  heart  of  his  re- 
mote ancestor  when  in  the  night  he  rushed  the  herds  of  a  near-by 
clan.  A  manufacturer  tries  to  tell  a  conventional  world  that  he 
resists  the  closed  shop  because  it  is  un-American,  loses  him  money, 
or  is  inefficient.  A  few  years  ago  he  was  more  honest  when  he  said 
he  would  run  his  business  as  he  wished  and  would  allow  no  man  to 
tell  him  what  to  do.  His  instinct  of  leadership,  reinforced  power- 
fully by  his  innate  instinctive  revulsion  to  the  confinement  of  the 
closed  shop,  gave  the  true  stimulus.  His  opposition  is  psycho- 
logical, not  ethical. 

The  importance  to  me  of  the  description  of  the  innate  tendencies 
or  instincts  to  be  here  given  lies  in  their  relation  to  my  main  ex- 
planation of  economic  behavior,  which  is: 

1.  That  these  instinct  tendencies  are  persistent,  are  far  less 
warped  or  modified  by  the  environment  than  we  believe ;  that  they 
function  quite  as  they  have  for  a  hundred  thousand  years;  that 
they,  as  motives  in  their  various  normal  or  perverted  habit  form, 
can  at  times  dominate  singly  the  entire  behavior  and  act  as  if  they 
were  a  clear  character  dominant. 

2.  That  if  the  environment  through  any  of  the  conventional 
instruments  of  repression — such  as  extreme  religious  orthodoxy, 
economic  inferiority,  imprisonment — or  physical  disfigurement — 
such  as  short  stature  or  a  crippled  body — repress  the  full  psycho- 
logical expression  in  the  field  of  the  instinct  tendencies,  then  a 
psychic  revolt,  a  slipping  into  abnormal  mental  functioning,  takes 
place,  with  the  usual  result  that  society  accuses  this  revolutionist 
of  being  either  wilfully  inefficient,  alcoholic,  a  syndicalist,  super- 
sensitive, an  agnostic,  or  insane. 

Convention  has  judged  the  normal  man  in  economic  society  to 
be  that  individual  who  maintains  a  certain  business  placidity,  is 
solvent,  safe  and  not  irritating  to  the  delicate  structure  of  credit. 
Trotter,  the  English  social  psychologist,  has  said  that  today's 
current  normality  has  nothing  to  do  with  either  stability  of  insti- 
tutions or  human  progress.  Its  single  important  characteristic 
is  that  it  is  conventional.  He  urges  the  imperative  need  of  a  new 
concept  of  economic  normality. 
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Perhaps  one  should  stop  to  most  seriously  emphasize  this  con- 
cept of  a  new  human  normality,  and  also  to  appreciate  the  handi- 
cap to  discussion  which  comes  when  every  analyzer  at  a  round 
table  has  a  very  different  brand  of  human  normality  in  mind. 
There  is  that  theoretical  100  per  cent  normality  which  is  gained 
for  the  individual  by  free  mobility  pliis  a  full  and  fine  environ- 
mental equipment  of  persons  and  instruments,  and  which  results 
in  a  harmonious  and  full  expression  of  his  psychic  potentialities. 
Since  each  vigorous  life  lived  under  these  conditions  would  generate 
wisdom  in  direct  proportion  to  it,  I  think  that  an  evolutionary 
and  also  conventionally  desirable  progress  could  be  prophesied 
as  a  result.  This  progress  has  no  so-called  idealistic  goal  or 
direction.  It  has  merely  a  potentiality  for  more  wisdom,  and  that 
wisdom  might  lead  to  any  of  countless  possible  developments. 

A  second  normality  would  be  that  produced  by  that  freedom 
in  instinct  expression  and  that  environment  which  would  give  far 
more  unconventional  experimentation,  far  more  wisdom  than  we 
now  have,  but  not  the  amount  which  would  crack  social  life  by 
hurrying  the  change  of  traditions  too  much,  or  destroy  those 
civilization  institutions  which  could  be  modified  with  some  hope 
of  their  higher  usefulness.  Conscious  that  man  will  change,  if  he 
is  to  change,  to  this  latter  compromise-normality  concept,  it  is 
such  a  normality  that  I  have  in  mind  when  I  use  the  term. 

If  normality  be  that  state  in  which  the  inherited  instinct-po- 
tentiality in  man  is  realized,  then  a  cataloguing  of  the  various 
instincts  would  be  an  invaluable  aid  in  constructive  social  analysis. 
Such  catalogues  exist  in  most  of  the  modern  psychologies  and 
social  psychologies  but  all  the  catalogues  differ  from  each  other 
in  kind  and  complexity.  James  and  Thorndike  give  man  a  multi- 
tude of  instincts,  Trotter  and  Sumner  limit  them  to  four.  Brill  to 
two,  hunger  and  sex.  A  more  important  disagreement  between 
instinct  theorists  is,  for  instance,  that  existing  between  M'Dougall 
and  Thorndike.  Thorndike  protests  against  sticking  into  man's 
permanent  psychic  equipment  any  sort  of  imit  characters,  for 
instance,  like  a  gregarious  urge  or  a  pugnacious  bent.  He  claims 
this  to  be  a  reversion  to  the  old  and  abandoned  scheme  of  ^^moral 
faculties."  Thomdike's  ^^instinct"  is  an  unlearned  and  original 
proclivity  to  react  in  a  certain  fixed,  simple  way,  particular  to  one 
simple  stimulus.  Under  his  scheme  man's  instinct-acts  would  run 
up  into  the  innumerable.  The  findings  of  fact  and  the  hints  of 
the  psychopathologists  seem  strongly  to  substantiate  Thomdike's 
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thesis.  However,  the  reflex  acts  used  by  Thomdike  in  his  illustra- 
tions of  instinct  behavior  group  themselves  more  or  less  naturally 
under  sort  of  "f acuity'*  titles ;  and  it  seems  that  if  too  great  deli- 
cacy of  application  be  not  demanded  a  tentative  and  useful  short 
category  of  instincts,  similar  to  M'Dougall's,  can  be  schemed. 
The  list  which  I  shall  suggest  is  an  attempted  harmonious  amal- 
gamation of  instinct  categories  which  seem  to  have  reasonably 
withstood  criticism.  It  is  an  effort  to  describe  certain  consistent 
behavior  practices  in  man,  the  appreciation  of  which  might  give 
to  social  critics  added  capacity  in  behavior  prophecy. 

The  following  catalogue  of  instincts  includes  those  motives  to 
conduct  which,  under  observation,  are  found  to  be  unlearned,  are 
imiversal  in  the  species,  and  which  must  be  used  to  explain  the 
innumerable  similarities  in  behavior,  detached  in  space  and  time 
from  each  other. 

1.  Instinct  of  gregariousness. — ^This  innate  tendency  is  exem- 
plified in  two  ways.  Modem  economic  history  is  full  of  that  strange 
irrational  phenomenon,  "the  trek  to  the  city."  Even  in  thinly 
settled  Australia,  half  the  population  lives  in  a  few  great  cities 
on  the  coast.  In  South  America  and  on  the  Pacific  Coast,  this 
same  abnormal  agglomeration  of  folk  has  taken  place.  The  ex- 
traordinary piling-up  of  labor  masses  in  modem  London,  Berlin, 
New  York,  Chicago,  has  created  cities  too  large  for  economic 
efficiency,  for  recreation  or  sanitation,  and  yet,  despite  their  in- 
efficiencies and  the  food  and  fire  risk,  the  massing-up  continues. 
Factory  employment,  though  speeded  up  and  paid  low  wages, 
grows  popular  for  it  caters  to  gregariousness,  and  domestic  service 
is  shunned  for  it  is  a  lonely  job.  Huddle  and  congestion  seem  the 
outstanding  characteristics  of  the  modern  city. 

The  second  exemplification  is  seen  in  man's  extreme  sensitiveness 
to  the  opinion  of  his  group — ^which  is  an  irrational  gregarious  re- 
flex. This  instinct  is  the  psychic  basis  for  his  proclivity  to  react 
to  mob  suggestion  and  hysteria.  In  a  strike,  each  striker  has  a 
perfectly  biological  capacity  for  violence  if  the  group  seems  to 
will  it.  Because  of  this  same  gregariousness,  a  panic  can  sweep 
Wall  Street,  or  an  anti-pacifist  murmur  turn  into  persecution  and 
near-lynching.  The  crowd  members  find  themselves  fatally  gripped 
in  the  mob  drift,  they  press  forward  willingly,  all  yell,  and  all 
shake  fists  and  the  most  gentle  spirited  will  find  himself  pulling 
at  the  lynch  rope.  Royce  has  said,  "Woe  to  the  society  which 
belittles  the  power  and  menace  of  the  mob  mind."     The  lonely 
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sheep-herders  become  in  the  end  irrational,  and  solitary  confine- 
ment ends  in  insanity  or  submission. 

The  slavish  following  of  fashion  and  fads  is  rooted  in  gregari- 
ousness,  and  the  most  important  marketing  problem  is  to  guess 
the  vagaries  of  desire  which  the  mob  spirit  may  select.  A  great 
crowd  or  festival  is  satisfying  for  its  own  sake.  The  installation 
of  a  president  of  a  university  needs  behind  the  rows  of  intellectual 
delegates  a  mass  of  mere  onlooking  humanity,  and  it  gets  it  by 
various  naive  maneuvers.  Crowds  seldom  disperse  as  rapidly  as 
they  might.  They  are  loath  to  destroy  their  crowdishness,  and 
therefore  irrationally  hang  about.  If  gregariousness  should 
weaken,  a  panic  would  seize  municipal  values,  and  professional 
baseball,  the  advertising  business,  and  world  fairs  and  conventions 
would  become  impossible. 

2.  Instinct  of  parental  bent:  motherly  behavior:  kindliness. — 
In  terms  of  sacrifice  this  is  the  most  powerful  of  all  instincts. 
This  instinct,  whose  main  concern  is  the  cherishing  of  the  young 
through  their  helpless  period,  is  strong  in  women  and  weak  in 
men.  The  confident  presence  in  economic  life  of  such  anti-child 
influences  as  the  saloons,  licensed  prostitution,  child  labor,  the 
police  control  of  juvenile  delinquency,  can  be  well  explained  by 
the  fact  that  political  control  has  been  an  inheritance  of  the  so- 
cially indifferent  male  sex.  The  coming  of  women  into  the  fran- 
chise promises  many  interesting  and  profound  economic  changes. 
What  little  conservation  exists  today  goes  back  to  the  male  par- 
ental instinct  for  its  rather  feeble  urge. 

The  disinterested  indignation  over  misery-provoking  acts  which 
comes  from  the  parental  instinct  is  the  base  stimulus  to  law  and 
order,  and  furnishes  the  nebulous  force  behind  such  social  vagaries 
as  the  Anti-Saloon  League,  Society  for  the  Prevention  of  Cruelty 
to  Animals,  the  Associated  Charities,  the  movement  for  juvenile 
courts,  prison  reform,  Belgian  relief,  the  Child  Labor  League. 
The  competitive  egotism  of  pecuniary  society  has  stifled  the  habits 
which  express  the  parental  bent.  We  are  not  habituated  to  hu- 
manitarianism. 

S.    Instinct  of  curiosity:  manipulation:  workmanship. — Curios-  \ 
ity  and  its  attendant  desire  to  draw  near,  and  if  possible  to  manip-  '; 
ulate  the  curious  object,  are  almost  reflex  in  their  simplicity.    Of 
more  economic  applicability  is  the  innate  bent  towa,rd  workman- 
ship.    Veblen  has  said  that  man  has  *^a  taste  for  effective  work, 
and  a  distaste  for  futile  effort."    This  desire  and  talent  that  man 
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has  to  mould  material  to  fancied  ends,  be  the  material  clay  or  the 
pawns  in  diplomacy,  explains  much  of  human  activity,  while  wages 
explain  little.  Prisoners  have  a  horror  of  prison  idleness.  Clerks 
drift  out  of  stereotyped  office  work,  and  the  monotony  of  modem 
industrialism  has  created  a  new  type  of  migratory  worker.  As 
James  has  said,  ^'Constructiveness  is  a  genuine  and  irresistible 
instinct  in  man  as  in  the  bee  or  beaver."  Man  is  then  not  naturally 
lazy,  but  innately  industrious.  Where  laziness  exists  it  is  an 
artificial  habit,  inculcated  by  civilization.  Man  has  a  true  quality 
sense  in  what  he  does :  there  is,  then,  a  ^^dignity  of  labor,"  and  it 
is  the  job  and  the  industrial  environment  that  produce  the  slacker, 
and  not  the  laborer's  willful  disposition. 

4.  Instinct  of  acquisition:  collecting:  ownership, — ^Man  lusts 
for  land,  and  goes  eagerly  to  the  United  States,  to  South  Amer- 
ica, to  Africa  for  it.  It  is  the  real  basis  of  colonial  policy  and 
gives  much  of  the  interest  to  peace  parleys.  A  landless  proletariat 
is  an  uneasy,  thwarted  militant  proletariat.  The  cure  for  unruly 
Ireland  is  proven  to  be  peasant  proprietorship,  and  the  social 
menace  in  the  American  labor  world  is  the  homeless  migratory 
laborer.  Russian  peasants  revolted  for  land,  and  this  is  the  single 
consistent  note  in  the  anarchy  chaos  in  Mexico.  Man,  much  of 
the  time,  acquires  for  the  mere  sake  of  acquiring.  A  business  man 
is  never  rich  enough.  If,  however,  making  more  money  uses  his 
acquisitive  capacities  too  little,  he  may  throw  this  cultivated 
habit-activity  into  acquiring  Van  Dykes  or  bronzes  or  Greek  an- 
tiques, or  on  a  smaller  and  less  aesthetic  scale,  postage  stamps, 
signatures,  or  shaving  mugs.  Asylums  are  full  of  pitiful,  economic 
persons  who,  lost  to  the  laws  of  social  life,  continue  as  automatons 
to  follow  an  unmodified  instinct  in  picking  up  and  hoarding  pins, 
leaves,  scraps  of  food,  paper.  The  savings  banks  in  large  part 
depend  on  this  inborn  tendency  for  their  right  to  exist. 

5.  Instinct  of  fear  and  flight. — ^Man  has  the  capacity  to  be 
fearful  under  many  conditions.  His  most  important  fear  from  an 
economic  standpoint  is  the  stereotyped  worker's  or  business  man's 
worry  over  the  insecure  future.  This  anxiety  or  apprehension 
which  is  so  plentiful  up  and  down  the  scale  of  economic  life  has  a 
profound  and  distressing  influence  on  the  digestive  tract,  and  in 
turn  on  the  general  health.  Much  of  nervous  indigestion  so  com- 
mon in  the  ruthless  economic  competition  of  today  is  *^fear-indi- 
gestion,"  is  instinct  reaction,  and  can  only  be  cured  by  removing 
the  cause.     This  removal  of  the  cause  is  performed  many  times 
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by  an  equally  instinctive  act,  flight.  Flight  in  business  may  take 
the  conventional  form  of  retirement  or  selling  out,  but  often  adopts 
the  unique  method  of  bankruptcy,  insanity,  or  suicide. 

6.  Instinct  of  mental  activity:  thought, — ^To  quote  Thomdike: 
"This  potent  mover  [workmanship]  of  men's  economic  and  recre- 
ated activities  has  its  taproot  in  the  instinct  of  multiform  mental 
and  physical  activity."  To  be  mentally  active,  to  do  something, 
is  instinctively  satisfying.  Much  of  invention  springs  costless 
from  a  mind  thinking  for  the  sheer  joy  of  it.  Organization,  plans 
in  industry,  schemes  for  market  extension,  visions  of  ways  to 
power,  all  agitate  neurones  in  the  brain  ready  and  anxious  to  give 
issue  in  thought.  A  duty  of  the  environment  is  not  only  to  allow, 
but  to  encourage,  states  in  which  meditation  naturally  occurs. 

7.  The  housing  or  settling  instinct, — ^In  its  simplest  form,  the 
gunny-sack  tents  of  the  tramps,  the  playhouses  of  children,  the 
camp  in  the  thicket  of  the  hunter.  The  squatter  has  a  different 
feeling  for  his  quarter  section  when  he  has  a  dugout  on  it.  Man 
innately  wants  a  habitation  into  which  he  can  retire  to  sleep  or 
to  nurse  his  wounds,  physical  or  social.  The  Englishman's  home 
is  his  castle. 

8.  Instinct  of  migration:  homing, — To  every  man  the  coming 
of  spring  suggests  moving  on.  The  hobo  migration  begins 
promptly  with  the  first  sunshine,  and  the  tramp  instinct  fills 
Europe  with  questing  globe-trotters.  The  advice,  "Go  West, 
young  man,"  was  not  obeyed  on  account  of  the  pecuniary  gain 
alone,  but  because  the  venture  promised  satisfaction  to  the  instinct 
to  migrate  as  well. 

9.  Instinct  of  hu/nting, — ^Man  survived  in  earlier  ages  through 
destroying  his  rivals  and  killing  his  game,  and  these  tendencies  bit 
deep  into  his  psychic  make-up.  Modem  man  delights  in  a  prize 
fight  or  a  street  brawl,  even  at  times  joys  in  ill  news  of  his  own 
friends,  has  poorly  concealed  pleasure  if  his  competition  wrecks 
a  business  rival,  falls  easily  into  committing  atrocities  if  conven- 
tional policing  be  withdrawn,  kills  off  a  trade  union,  and  is  an 
always  possible  member  of  a  lynching  party.  He  is  still  a  hunter 
and  reverts  to  his  primordial  hunt  habits  with  disconcerting  zest 
and  expediency.  Historic  revivals  of  the  hunting  urge  make  an 
interesting  recital  of  religious  inquisitions,  witch  burnings,  college 
hazings,  persecution  of  suffragettes,  of  the  I.  W.  W.,  of  the  Jap- 
anese, or  pacifists.  All  this  goes  on  often  under  naive  rationaliza- 
tion about  justice  and  patriotism,  but  it  is  pure  and  innate  lust 
to  run  something  down  and  hurt  it. 
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10.  Instinct  of  anger:  ptignacity, — ^In  its  bodily  preparation 
for  action,  anger  is  identical  with  fear,  and  fear  constitutes  the 
most  violent  and  unreasoning  of  purposeful  dispositions  in  man. 
Caught  up  in  anger,  all  social  modifications  of  conduct  tend  to 
become  pale,  and  man  functions  in  primordial  attack  and  defense. 
Anger  and  its  resulting  pugnacity  have  as  their  most  common 
excitant  the  balking  or  thwarting  of  another  instinct,  and  this 
alone  explains  why  man  has  so  jealously,  through  all  ages,  fought 
for  liberty.  Pugnacity  is  the  very  prerequisite  of  individual  prog- 
ress. Employers  fight  a  hampering  union,  unions  a  dogmatic 
employer;  every  imprisoned  man  is,  in  reality,  psychically  incor- 
rigible; students  rebel  against  an  autocratic  teacher;  street  boys 
gang  together  to  fight  a  bully ;  nations  are  ever  ready,  yes,  hoping, 
to  fight,  and  their  memory  of  the  cost  of  war  is  biologically  ren- 
dered a  short  one.  In  fighting,  there  is  a  subtle  reversion  to  the 
primitive  standards,  and  early  atrocities  become  the  trench  vogue 
of  later  months.  Patriotism  without  fighting  seems,  to  western 
nations,  a  pallid  thing.  Most  of  the  vigorous  phases  of  modem 
civilization  remain  highly  competitive  and  warlike.  Ethics  has  a 
long  psychological  way  to  go  in  its  vitally  necessary  task  of  subli- 
mating the  pugnacious  bent  in  man. 

11.  Instinct  of  revolt  at  confinement:  at  being  limited  in  liberty 
of  action  and  choice, — ^As  above  noted,  man  revolts  violently  at 
any  oppression,  be  it  of  body  or  soul.  Being  held  physically  help- 
less produces  in  man  and  animals  such  profound  functional  agita- 
tion that  death  can  ensue.  Passive  resistance  to  war  can  only  be 
possible  when  nearly  all  of  man's  inherited  nature  is  removed.  In 
primitive  days,  being  held  was  immediately  antecedent  to  being 
eaten,  and  the  distaste  of  physical  helplessness  is  accordingly  deep- 
seated.  Belgium  would  rather  resist  than  live ;  an  I.  W.  W.  would 
rather  go  to  jail  than  come  meekly  ofF  his  soap  box;  the  militant 
suffragettes  go  through  the  depravity  of  forced  feeding  rather 
than  suffer  their  inequality ;  and  the  worker  will  starve  his  family 
to  gain  recognition  for  his  unian.  Man  will  die  for  liberty,  and 
droops  in  prison.  So  psychically  revolting  is  confinement  that 
the  alienists  have  been  forced  to  create  a  new  disease,  a  '^confine- 
ment  insanity,'*  a  prison  psychosis. 

12.  Instinct  of  rewlsion. — ^The  social  nausea  which  society 
feels  towards  discussions  of  sex,  venereal  disease,  leprosy,  certain 
smells,  is  not  founded  on  willfulness.  It  is  a  non-intellectual  and 
innate  revulsion  to  the  subject.    It  is  only  within  the  last  twenty- 
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five  years  that  the  scientific  attitude  itself  has  been  able  to  over- 
come this  instinctive  repugnance  and  attack  these  problems,  inti- 
mate and  perilous  to  human  society,  which  have  languished  under 
the  taboo. 

15.  Instinct  of  leadership  and  mastery, — ^It  often  appears  that 
man  seeks  leadership  and  mastery  solely  because  their  acquisition 
places  him  in  a  better  position  to  gratify  his  other  instinctive 
promptings.  But  there  also  seems  a  special  gratification  in  lead- 
ing and  mastery  for  their  own  sake.  Modem  life  shows  prodigious 
effort,  paid  only  in  the  state  of  being  a  boss  of  the  gang,  a  "lead- 
ing" college  man,  a  "prominent  citizen,'*  a  secretary  or  a  vice- 
president,  a  militia  captain  or  a  church  elder.  A  secret  ambition 
to  some  day  lead  some  group  on  some  quest,  be  it  ethical  or  eco- 
nomic, is  planted  deep  in  our  nature.  Every  dog  longs  to  have 
his  day. 

14.  Instinct  of  subordination:  submission. — In  contrast  to  lead- 
ership, man  longs  at  times  to  follow  the  fit  leader.  Soldiers  joy 
in  a  firm  captain,  workmen  quit  a  lax  though  philanthropic  em- 
ployer, instructors  thresh  under  an  inefficient  though  indulgent 
department  head.  Eternal  independence  and  its  necessary  strife 
are  too  wearing  on  the  common  man  and  he  longs  for  peace  and 
protection  in  the  shadow  of  a  trust-inspiring  leader.  To  submit 
under  right  conditions  is  not  only  psychically  pleasant,  but  much 
of  the  time  to  be  leaderless  is  definitely  distressing. 

16.  Instinct  of  display:  vanity:  ostentation. — ^This  old  disposi- 
tion gives  the  basic  concept  for  Veblen's  remarkable  analysis  of 
the  economic  activities  of  America's  leisure  class.  The  particular 
state  of  the  industrial  arts  with  its  trust  control  and  divorce  of 
producer  and  consumer,  plus  political  peace,  has  taken  from  man 
his  ancient  opportunity  to  show  his  unique  gifts  in  ownership  of 
economic  goods  and  in  valor.  So  he  is  driven  in  his  yearning  for 
'attention  to  perverted  activities.  He  lives  to  waste  conspicuously, 
wantonly,  originally,  and,  by  the  refined  uselessness  of  his  wasting, 
to  show  to  the  gaping  world  what  an  extraordinary  person  he  is. 
The  sensitiveness  of  social  matrons  to  mention  in  the  society  col- 
umns, the  hysteria  to  be  identified  with  the  changing  vagaries  of 
the  style,  the  fear  of  identification  with  drab  and  useful  livelihoods, 
offer  in  their  infinite  variety  a  multitude  of  important  economic 
phenomena. 

16.  Instinct  of  sex. — Of  the  subjects  vital  to  an  analysis  of 
life,  be  they  aesthetic  or  economic,  sex  has  suffered  most  from  the 
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revulsion  taboo.  Manifestly  an  instinct  which  moulds  behavior 
and  purposeful  planning  profoundly,  sex  as  a  motive-concept  is 
barred  from  the  economic  door.  Despite  the  proven  moral  and 
efficiency  problems  which  arise  with  the  postponement  of  marriage 
due  to  modem  economic  conditions,  the  massing  of  tmmarried  im- 
migrant men  into  tenement  rooms,  or  the  condemning  of  some 
millions  of  migratory  workers  to  a  womanless  existence,  conven- 
tional morality  meets  every  situation  by  denying  the  sex  instinct, 
by  a  blind  belief  that  in  some  strange  way  modem  economic  civ- 
ilization allows  its  inmates  "to  mortify  the  deeds  of  the  body." 

While  at  any  particular  moment  in  our  behavior  we  are  a  blend 
or  composite  of  many  instinct  activities,  it  is  accurate  to  describe 
much  of  behavior  as  dominated  at  any  one  time  by  either  a  single 
instinct  or  at  most  two  or  three.  A  certain  environment  can 
habituate  man  to  a  specialization  in  gratification  of  a  single  or 
a  pair  of  instincts.  For  instance,  war  matures  and  educates  habits 
gratifying  the  instincts  of  pugnacity  and  hunting.  At  the  war 
front,  this  habit  bent  gives  basis  for  gradually  sloughing  off  the 
humane  restrictions  governing  the  fighting,  and  armies  mutually 
obey  their  new  psychology.  Machine-gun  men  know  they  will  not 
be  taken  prisoner  and  their  service  is  now  known  as  the  suicide 
squad.  Hospitals  or  undefended  towns  are  bombed,  a  very  con- 
ventional minimum  of  attention  is  fixed  for  the  enemy  wounded, 
the  primitive  method  of  warfare  of  the  French  African  troops 
which  at  first  disturbed  the  ethics  of  the  Allies  is  now  forgotten 
under  the  more  liberal  interpretation  of  the  revamped  war  psy- 
chology. At  home  the  citizens  of  the  belligerent  countries  gain 
a  cathartic  for  their  overstimulated  pugnacious  bent  by  rioting 
the  People's  Council,  or  tar-and-feathering  the  I.  W.  W.,  or  or- 
ganizing a  man-hunt  for  a  lately  immigrated  Austrian  or  German. 
It  is  quite  natural  that  the  actors  in  these  domestic  dramas  should 
build  up  explanatory  rationalizations  for  their  activity.  It  is 
their  mild  bow  to  the  fast  dimming  conventions  and  traditions  of 
peace.  As  a  gentle  and  aged  lady  deplored,  "I  cannot  fight,  but 
I  can  at  least  go  about  and  listen  and  report  on  the  unpatriotic." 

The  tongue-tied  and  paralyzed  after-dinner  speaker  is  a  single- 
minded  expositor  of  the  strange  instinct  of  subservience.  The 
worried  father  of  a  sick  child  seated  at  his  office  desk  is  not  an 
economic  man.  His  behavior  is  dominated  by  the  parental  motive, 
and  in  this  fact  is  found  the  only  explanation  of  his  distracted 
conduct.    Veblen  in  a  shrewd  analysis  of  industrial  evolution  noted 
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that  the  early  pre-capitalistic  culture,  with  its  handicraft  pro- 
duction and  small  intimate  social  groups,  stressed  the  habits  which 
express  the  instinct  of  workmanship  and  the  parental  instinct. 
With  the  industrial  revolution  and  the  immergence  into  the  pe- 
cuniary scheme  of  things  of  a  small  property-owning  class  and 
a  large  proletariat,  life  presented  habit  opportunities  which 
stressed,  in  the  master  class,  the  so-called  egotistical  instincts  of 
leadership,  hunting,  ostentation  and  vanity,  and  for  the  working 
class  removed  the  opportunities  to  express  the  instinct  of  work- 
manship and  reduced  and  restricted  the  other  avenues  of  expres- 
sion or  perverted  them  to  non-evolutionary  or  anti-social  behavior. 
Instinct  perversion  rather  than  freely  selected  habits  of  instinct 
expression  seems  broadly  a  just  characterization  of  modern  labor- 
class  life.  Modern  labor  unrest  has  a  basis  more  psychopatho- 
logical  than  psychological,  and  it  seems  accurate  to  describe  mod- 
em industrialism  as  mentally  insanitary. 

A  remarkable  analysis  of  instinct  dominance  over  behavior  is 
illustrated  by  the  experiments  at  the  Harvard  Medical  School  and 
described  by  Professor  Cannon.  He  notes  that  among  the  instinct 
emotions  active  in  man  those  which  are  identified  with  a  physical 
struggle  for  existence  have  both  a  physical  and  mechanical  author- 
ity over  all  other  instinct  urges  to  conduct.  Like  the  military 
general  staff,  they  shoulder  aside,  in  times  of  stress,  the  aesthetic 
and  peaceful  enthusiasms  and  mobilize  every  mental  and  physical 
efficiency  to  their  war  purpose.  The  central  nervous  system  is 
divided  by  Cannon  into  three  parts,  all  of  which,  under  peace, 
function  normally.  If,  however,  the  brain  be  stimulated  to  fear 
or  anger,  one  of  these  parts,  the  so-called  "sympathetic  part," 
becomes  the  dictator.  Its  particular  nerve  fibers  are,  of  the  three 
parts,  by  far  the  most  extensive  in  their  distribution,  and  permit 
immediate  mobilization  of  the  entire  body.  Its  mobilization  con- 
sists in  "secession  of  processes  in  the  alimentary  canal,  thus  free- 
ing the  energy  supplied  for  other  parts,  the  shifting  of  blood  from 
the  abdominal  organs  whose  activities  are  deferable  to  the  organs 
immediately  essential  to  muscular  exertion  (the  lungs,  the  heart, 
the  central  nervous  system),  the  increased  vigor  of  contraction 
of  the  heart,  the  quick  abolition  of  the  effects  of  muscular  fatiguo, 
the  mobilizing  of  energy-giving  sugar  in  the  circulation — every 
one  of  these  visceral  changes  is  directly  serviceable  in  making  the 
organism  more  effective  in  the  violent  display  of  energy  which 
fear  or  rage  or  pain  may  involve." 
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But  the  most  unique  war-footing  activity  of  the  body  in  this 
vigorous  preparedness  is  the  functioning  of  the  adrenal  gland. 
To  use  Cannon's  words:  "Adrenin,  secreted  by  the  adrenal 
glands,  in  time  of  stress  or  danger,  plays  an  essential  role  in  flood- 
ing the  blood  with  sugar,  distributes  the  blood  to  the  heart,  lungs, 
central  nervous  system  and  limbs,  takes  it  away  from  the  inhibited 
organs  of  the  abdomen,  it  quickly  abolishes  muscular  fatigue  and 
coagulates  the  blood  on  injury.  These  remarkable  facts  are  fur- 
thermore associated  with  some  of  the  most  primitive  experiences 
in  his  life  of  the  higher  organisms,  experiences  common  to  man  and 
beast — the  elemental  experiences  of  pain  and  fear  and  rage  that 
come  suddenly  in  critical  emergencies." 

The  conclusion  seems  both  scientific  and  logical  that  behavior 
in  anger,  fear,  pain,  and  hunger  is  a  basically  different  behavior 
from  the  behavior  under  repose  and  economic  security.  The  emo- 
tions generated  under  the  conditions  of  existence-peril  seem  to 
make  the  emotions  and  motives  generative  in  quiet  and  peace, 
pale  and  unequal.  It  seems  impossible  to  avoid  the  conclusion 
that  the  most  vital  part  of  man's  inheritance  is  one  which  destines 
him  to  continue  for  some  myriads  of  years  ever  a  fighting  animal 
when  certain  conditions  exist  in  his  environment.  Though,  through 
education,  man  be  habituated  in  social  and  intelligent  behavior, 
or,  through  license,  in  sexual  debauchery,  still  at  those  times  when 
his  life  or  liberty  is  threatened,  his  instinct-emotional  nature  will 
inhibit  either  social  thought  or  sex  ideas,  and  present  him  as  merely 
an  irrational  fighting  animal. 

Since  every  instinct  inherited  by  man  from  his  tree  and  cave 
ancestors,  literally  sewed  into  his  motivating  disposition,  has  sur- 
vival value,  an  environment  which  balks  or  thwarts  his  instinct 
expression,  arouses  directly  and  according  to  the  degree  of  its 
menace  this  unreasoning  emotional  revolt  in  him.  The  chemical 
proof  of  this  emotional  revolt  is  found  by  Cannon  even  in  indi- 
viduals suffering  from  vague  states  of  worry  or  anxiety.  Here 
the  single  problem  is  the  manner  in  which  the  angry  or  fearful 
person  coins  his  revolt  emotion  into  behavior,  and  this  largely  de- 
pends upon  the  right  and  proper  method  which  society  has  selected 
for  expressing  psychical  dissatisfaction.  There  are  folk  ways 
of  distress  behavior  just  as  certainly  as  there  are  of  religious  en- 
thusiasm or  patriotism.  Since  the  emotional  tone  stimulated  by 
the  balking  of  "minor"  instincts  would  naturally  be  lower  than 
that  intense  tone  generated  by  a  threatened  rending  of  one's  flesh, 
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or  imprisonment,  to  the  same  degree  is  the  behavior  stimulated 
by  the  lower-toned  emotions  less  vivid  and  noteworthy  than  the 
blind  and  frantic  resistance  to  the  direct  physical  threat.  The 
behavior  reflex  to  the  emotions  generated  in  a  state  of  worry,  anx- 
iety, economic  servility,  or  personal  humiliation,  instead  of  ex- 
pressing itself  in  violent  revolt,  is  shown  in  states  of  mental  inertia, 
loss  of  interest  and  power  of  attention,  labor  inefficiency,  drifting 
off  the  job,  drink  and  drugs.  These  behavior  states  which  under 
conventional  and  economic  moral  theorizing  are  barrenly  and  in- 
accurately described  as  willful  acts  are  elemental,  irrational,  and 
blind  reflex  activities.  Under  conditions  which  allow  the  satis- 
factory expression  of  man's  original  inherited  proclivities,  this 
warlike  specialization  of  the  mind  and  body  is  avoided.  There 
the  cranial  or  sacral  sections  of  the  peace-footing  ^^automatic" 
section  divide  with  the  warlike  "sympathetic"  section  the  author- 
ity over  the  body.  Health  and  nerve  reserve  are  built  up,  a  quiet 
brain  permits  rational  orderings  of  the  associations  of  the  mind, 
social  behavior  habits  can  influence  the  order  and  connections  of 
the  neurones  and  insure  their  perpetuation;  in  short,  intellectual 
progress  becomes  possible. 

The  instincts  and  their  emotions,  coupled  with  the  obedient 
body,  lay  down  in  scientific  and  exact  description  the  motives 
which  must  and  will  determine  human  conduct.  If  a  physical 
environment  set  itself  against  the  expression  of  these  instinct  mo- 
tives, the  human  organism  is  fully  and  efiiciently  prepared  for 
a  tenacious  and  destructive  revolt  against  this  environment;  and 
if  the  antagonism  persist,  the  organism  is  ready  to  destroy  itself 
and  disappear  as  a  species  if  it  fails  of  a  psychical  mutation  which 
would  make  the  perverted  order  endurable. 

Even  if  labor-class  children  evade  those  repressive  deportment 
traditions  that  characterize  the  life  of  the  middle-class  young,  at 
a  later  date  in  the  life  of  these  working-class  members  certain 
powerful  forces  in  their  environment,  though  they  work  on  the 
less  susceptible  and  less  plastic  natures  of  mature  individuals, 
produce  obsessions  and  thwartings  which  function  at  times,  ex- 
clusively almost,  in  determining  the  behavior  of  great  classes  of 
the  industrial  population.  The  powerful  forces  of  the  working- 
class  environment  which  thwart  and  balk  instinct  expression  are 
suggested  in  the  phrases  "monotonous  work,"  "dirty  work,"  "sim- 
plified work,"  "mechanical  work,"  the  "servile  place  of  labor," 
"insecure  tenure  of  the  job,"  "hire  and  fire,"  "winter  unemploy- 
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menV'  "the  ever  found  union  of  the  poor  district  with  the  crime 
district,*'  and  the  "restricted  district  of  prostitution,"  the  "open 
shop,"  the  "labor  turnover,"  "poverty,"  the  "bread  lines,"  the 
"scrap  heap,"  "destitution."  If  we  postulate  some  sixteen  instinct 
unit  characters  which  are  present  under  the  laborer's  blouse  and 
insistently  demand  the  same  gratification  that  is,  with  painful 
care,  planned  for  the  college  student,  in  just  what  kind  of  per- 
verted compensations  must  a  laborer  indulge  to  make  endurable 
his  existence?  A  western  hobo  tries  in  a  more  or  less  frenzied  way 
to  compensate  for  a  general  all-embracing  thwarting  of  his  nature 
by  a  wonderful  concentration  of  sublimation  activities  on  the  wan- 
der instinct.  The  monotony,  indignity,  dirt,  and  sexual  apologies 
of,  for  instance,  the  unskilled  worker's  life  bring  their  definite 
fixations,  their  definite  irrational,  inferiority  obsessions. 

The  balked  laborer  here  follows  one  of  the  two  described  lines 
of  conduct:  (1)  he  either  weakens,  becomes  inefficient,  drifts  away, 
loses  interest  in  the  quality  of  his  work,  drinks,  deserts  his  family ; 
or  (2)  he  indulges  in  a  true  type  inferiority  compensation,  and 
in  order  to  dignify  himself,  to  eliminate  for  himself  his  inferiority 
in  his  own  eyes,  he  strikes  or  brings  on  a  strike;  he  commits  vio- 
lence, or  he  stays  on  the  job  and  injures  machinery,  or  mutilates 
the  materials.  He  is  fit  food  for  dynamite  conspiracies.  He  is 
ready  to  make  sabotage  a  part  of  his  regular  habit  scheme.  His 
condition  is  one  of  mental  stress  and  unfocused  psychic  unrest, 
and  could  in  all  accuracy  be  called  a  definite  industrial  psychosis. 
He  is  neither  willful  nor  responsible,  he  is  suffering  from  a  stereo- 
typed mental  disease. 

If  one  leaves  the  strata  of  unskilled  labor  and  investigates  the 
higher  economic  classes,  he  finds  parallel  conditions.  There  is 
a  profound  unrest  and  strong  migratory  tendency  among  depart- 
ment-store employees.  One  New  York  store  with  less  than  three 
thousand  employees  has  thirteen  thousand  pass  through  its  em- 
ploy in  a  year.  Since  the  establishment  in  American  life  of  big 
business  with  its  extensive  efficiency  systems,  its  order  and  de- 
humanized discipline,  its  caste  system,  as  it  were,  there  has  devel- 
oped among  its  highly  paid  men  a  persistent  unrest,  a  dissatisfac- 
tion and  decay  of  morale  which  is  so  noticeable  and  costly  that 
it  has  received  repeated  attention.  Even  the  conventional  competi- 
tive efficiency  of  American  business  is  in  grave  question.  I  suggest 
that  this  unrest  is  a  true  revolt  psychosis,  a  defmite  mental  un- 
balance, an  efficiency  psychosis,  as  it  were,  and  has  its  definite 
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psychic  antecedents;  and  that  our  present  moralizing  and  guess- 
solutions  are  both  hopeless  and  ludicrous. 

The  dynamic  psychology  of  today  describes  the  present  civiliza- 
tion as  a  repressive  environment.  For  a  great  number  of  its  in- 
habitants, a  sufficient  self-expression  is  denied.  There  is  for  those 
who  care  to  see,  a  deep  and  growing  unrest  and  pessimism.  With 
the  increase  in  knowledge  is  coming  a  new  realization  of  the  ir- 
rational direction  of  economic  evolution.  The  economists,  how- 
ever, view  economic  inequality  and  life  degradation  as  objects,  in 
truth,  outside  the  science.  Our  value  concept  is  a  price  mechanism 
hiding  behind  a  phrase.  If  we  are  to  play  a  part  in  the  social 
readjustment  immediately  ahead,  we  must  put  human  nature  and 
human  motives  into  our  basic  hypotheses.  Our  value  concept  must 
be  the  yardstick  to  measure  just  how  fully  things  and  institutions 
contribute  to  a  full  psychological  life.  We  must  know  more  of 
the  meaning  of  progress.  The  domination  of  society  by  one  eco- 
nomic class  has  for  its  chief  evil  the  thwarting  of  the  instinct  life 
of  the  subordinate  class  and  the  perversion  of  the  upper  class. 
The  extent  and  characteristics  of  this  evil  are  only  to  be  estimated 
when  we  know  the  innate  potentialities  and  inherited  propensities 
of  man,  and  the  ordering  of  this  knowledge  and  its  application  to 
the  changeable  economic  structure  is  the  task  before  the  trained 
economists  today. 
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CONTROL  OF  WEALTH  AND  ECONOMIC  LIFE- 
DISCUSSION 

Frank  A.  Fetter. — The  two  papers  to  which  we  have  just  listened 
cover  a  wide  fields  ranging  from  the  very  origins  of  economic  action 
to  its  ultimate  results.  The  connection  between  the  two  papers  may  at 
first  be  difficult  to  see.  However^  they  are  both  Jeremiads;  they  both 
indict  our  economic  system  for  failure^  on  the  one  hand  to  secure  a 
necessary  measure  of  equality  in  the  distribution  of  wealthy  and  on  the 
other  hand  to  satisfy  the  fundamental  needs  of  human  nature  for  the 
masses  of  men.  Both  papers  alike  declare  that  this  failure  appears  at 
the  two  extremes  of  society^  among  the  very  rich  and  the  very  poor. 

From  another  point  of  view^  the  indictment  appears  to  be  brought 
against  contemporary  economic  thought^  for  its  failure  on  the  one  hand 
to  solve  the  problem  of  economic  inequality^  and  on  the  other  hand  to 
recognize  the  complex  and  fundamental  psychological  nature  of  man. 
The  reply  to  these  accusations  cannot  be  a  simple  one.  It  must  in 
part  be  confession^  in  part  extenuation  and  avoidance^  and  in  part 
denial  of  the  statement  of  facts  and  of  the  inferences  drawn  from  them. 

Are  economists  neglectful  of  questions  of  distribution  and  human 
welfare?  The  reply  to  this  depends  largely  on  one's  conception  of  the 
true  function  of  economics  as  a  special  discipline.  Economics  is  far 
from  being  the  whole  of  social  philosophy.  It  is  far  from  having  the 
sole  responsibility  for  the  guidance  of  social  action  and  social  legisla- 
tion. Its  special  field  is  the  ascertainment  of  the  facts^  and  the  exact 
scientific  analysis  of  the  problems  of  value  and  price.  The  framing  of 
a  policy  of  social  action  is  the  work  of  the  social  philosopher  and  states- 
man, and  involves  considerations  not  merely  of  an  economic  nature, 
but  legal,  ethical,  political,  and  religious  as  well.  There  is  risk  that 
in  becoming  a  universal  oracle,  any  social  science  will  lose  its  intellec- 
tual poise  and  its  judicial  authority.  This  modesty  of  economic^  may 
seem  inexplicable  to  some  of  our  sister  sciences,  which  are  restrained 
by  no  such  considerations.  As  an  individual,  as  a  man,  and  as  a  citi- 
zen, the  economist,  to  be  sure,  is  impelled  to  frame  for  himself  an  ideal 
of  social  action.  Contemporary  economists  are  not  ignoring  or  neg- 
lecting the  problems  of  human  welfare.  One  has  but  to  recall  the  sub- 
jects and  to  review  the  discussions  in  this  Association  for  the  past  thirty 
years,  and  particularly  in  the  last  decade,  to  see  how  the  thought  of 
economists  has  taken  practical,  constructive,  and  concrete  directions  in 
such  matters  as  the  protection  of  labor,  immigration,  land  policy,  tariff 
legislation,  and  the  development  of  democratic  forms  of  taxation. 
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The  first  paper  is^  in  the  main^  an  attack  on  the  doctrine  of  laissee 
faire.  The  writer  implies  that  this  doctrine  still  has  some  vitality^  al- 
though he  suggests  that  it  began  to  lose  its  force  a  generation  ago. 
True^  but  his  chronology  needs  revision.  I  began  the  study  of  eco- 
nomics a  generation  ago^  and  I  was  taught  then  that  laisses  faire,  as  a 
doctrine^  had  long  been  dead.  Indeed^  looking  back  over  the  history 
of  the  past  century^  one  may  doubt  whether  any  one  has  put  faith  in 
that  doctrine  excepting  a  little  group  of  selfish  interests  whenever  they 
wished  to  favor  their  own  policies.  As  early  as  the  thirties  and  forties 
of  the  last  century,  began  in  England  that  protective  labor  legislation 
which  has  spread  to  the  ends  of  the  earth  in  defiance  of  laUtes  faire. 
There  was  little  evidence  of  laisses  faire  in  the  enormous  grants  of  land 
and  money  by  the  public  to  railroads  and  other  corporations  in  the 
United  States  from  1850  on.  A  thousand  important  public  policies  of 
the  past  half  century  are  evidence  that  laissex  faire  has  long  been  dead. 
But  its  image,  like  that  of  Guy  Fawkes,  is  still  brought  out  each  year 
to  be  hung  up  in  derision  to  make  a  sociological  holiday. 

The  first  paper  devotes  considerable  time  to  an  attack  upon  the 
theory  of  specific  productivity  as  developed  by  John  B.  Clark.  I  yield 
to  no  one  in  my  respect  for  Clark's  theoretical  work,  considered  as  a 
whole,  but  this  part  of  his  theory  I  utterly  rejected  in  a  review  of  his 
work  as  early  as  1901.  Referring  to  his  claim  to  present  a  "vindica- 
tion of  the  existing  distribution  of  incomes"  I  called  this  a  non-tequitur 
from  his  economic  analysis.  I  declared  that  Clark  had  not  proved  and 
could  not  prove  by  his  analysis  that,  as  he  said,  ''there  is  assigned  to 
every  one  what  he  has  specifically  produced."  This  judgment  I  believe 
to  have  reflected  not  only  my  own  view  but  that  of  many  economists 
at  that  time.  My  colleague.  Professor  Adriance,  has  more  recently  in 
a  detailed  and  effective  refutation  given  to  the  doctrine  of  specific  pro- 
ductivity its  coup  de  grace  {Quarterly  Journal  of  Economics,  Nov., 
1914).  It  is  true  that  various  phrases  with  the  flavor  of  specific  pro- 
ductivity still  linger  in  the  textbooks,  but  the  authors  render  to  the 
doctrine  a  mere  lip  service.  Certainly  when  such  economists  as  Taus- 
sig and  Seager,  with  their  well-known  social  sympathy,  speak  of 
"specific  productivity,"  they  mean  no  justification  of  prevailing  abuses, 
no  ethical  vindication  of  the  existing  inequality  of  incomes. 

Of  the  other  economic  questions  raised  by  the  first  paper,  I  will 
refer  only  to  the  confusion  throughout  of  competition  with  lack  of 
regulation.  In  a  number  of  the  examples  cited,  the  evils  are  due  not 
to  competition  but  to  monopoly,  to  a  one-sided  competition.  Regula- 
tion is  needed  either  to  restore  competition  or  to  control  combination 
and  monopoly,  not  to  suppress  competition. 
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The  first  paper  is  filled  with  admirable  ethical  fervor  and  brings 
to  us  a  message  that  it  were  well  to  heed.  The  theme  of  the  second 
paper^  the  importance  of  a  broader  biological  and  psychological  basis 
in  our  economic  theory^  deserves  our  respectful  hearings  and  in  most 
respects  our  cordial  acceptance.  The  economic  man  is  dead^  as  dead 
as  laisses  faire.  The  motives  in  economic  action  are  complex^  and  are 
derived  from  all  the  elements  of  man's  complex  nature.  It  is  well 
to  have  presented  in  this  interesting  form  the  fruits  of  the  behaviourist 
psychology.  Doubtless  we  have  not  more  than  begun  to  realise  the 
strength  of  the  primitive  impulses  and  instincts  in  man's  nature;  but 
these  studies  of  the  biologists  and  psychologists^  and  the  newer  voli- 
tional psychology^  have  already  found  their  way  into  the  economic  lit- 
erature and  even  into  the  more  advanced  general  texts  in  economics. 
I  attempted  fifteen  years  ago  to  give  some  recognition  to  these  ideas  in 
the  concept  of  psychic  income.  The  thought  in  this  is  that  in  all  prob- 
lems of  valuation  the  psychic  element  is  of  primary  importance  and  the 
physical  goods  are  but  secondary.  What  a  man  or  what  a  nation  shall 
secure  in  welfare  and  happiness  depends  more  on  the  spiritual  state 
of  man  than  it  does  on  the  physical  objects  over  which  he  disposes. 
We  need  a  new  evaluation  of  industrial  institutions  in  the  Hght  of  these 
new  doctrines.  It  may  be  admitted  that  many  economists  have  been 
slow  to  recognize  these  truths.  I^  for  one^  welcome  most  heartily  the 
work  of  Professor  Parker  and  the  main  thesis  of  his  paper. 

I  would  in  closing  suggest  a  few  difficulties^  however^  in  some  of  the 
applications  he  makes  of  his  psychological  doctrine.  He  seeks  by  it 
to  explain  the  temper  and  outbreaks  of  the  mass  of  the  members  of  the 
I.  W.  W.^  whom  he  defines  in  a  recently  published  article  (Atlantic 
Monthly,  November^  1917)  as  members  of  the  hobo  class.  Now  every 
careful  application  of  mental  tests  to  the  class  of  vagrant  casual 
workers^  tramps^  and  hobos^  has  revealed  a  large  amount  of  mental  de- 
fectiveness^ extending  even  to  feeble-mindedness.  (Of  course  one 
need  not  assert  this  of  the  more  capable  leaders.)  So  far  as  this  is 
true  we  have  to  do  here  with  the  expression  not  of  normal  psychology 
but  of  defective  mentality.  This^  too^  is  a  psychological  explanation 
of  some  features  of  the  problem^  but  is  very  different  from  the  one 
which  Professor  Parker  has  suggested. 

Again  he  seems  to  try  to  explain  through  these  primitive  psychologi- 
cal traits  the  outbreak  of  strikes^  which  in  the  West  have  been  of  late 
three  times  as  numerous  as  before.  But  what  light  can  the  behaviour- 
ist psychology  throw  upon  this  increase  of  strikes?  Has  the  primitive 
nature  of  these  hobo  workers  become  suddenly  three  times  as  strcmg  as 
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before?  That  primitive  nature  is  the  fixed  fact.  Is  not  the  explanation 
to  be  found  in  this  case  in  some  change  in  the  environment?  And  there 
is  one  important  change  to  which  the  author  has  made  no  reference^ 
namely^  the  rapid  rise  of  prices  since  1914.  It  is  a  general  truth  of 
history  that  when  prices  rise  rapidly^  wages  lag  behind  and  strikes 
multiply.  It  is  this  fact  that  would  seem  to  explain  the  recent  wave 
of  strikes  much  more  simply^  more  prosaically  and  less  dramatically, 
than  is  done  by  Professor  Parker. 

Finally,  I  would  raise  the  question  as  to  whether  throughout  this 
paper  the  author  has  not  greatly  exaggerated  the  biological  elements  in 
the  analysis  and  underestimated  the  cultural  or  educational  elements. 
Man  in  society  from  its  primitive  beginning  has  been  a  product  of  the 
union  of  biological  and  cultural  influences.  The  untutored  savage  is  a 
myth;  nature-folk  everywhere  are  rigorously  tutored  in  the  customs 
and  traditions  of  their  tribes.  Their  primitive  biological  nature  is 
shaped  and  moulded  from  infancy  by  their  social  environment.  Wher- 
ever this  educational  process  in  any  nation  or  any  class  of  sociefy  is 
omitted  or  slighted,  there  unsocial  acts  result.  The  explanation  of  these 
acts  therefore  is  not  so  much  in  the  biological  nature  which  the  law- 
breakers share  with  all  law-abiding  men,  but  in  the  lack  of  education — 
the  education  which  they  have  failed  to  share.  The  rapid  growth  of 
our  industrial  institutions  has  given  us  many  unsolved  problems  of  edu- 
cation. We  have  not  adequately  developed  institutions  making  for  thrift 
in  the  new  conditions,  nor  have  we  sufficiently  safeguarded  the  mass  of 
men  against  the  accidents  of  industrial  life.  We  have  not  provided  for 
them  the  industrial  training  that  would  mould  them  into  habits  of  in- 
dustry, and  give  them  the  possibility  of  modest  success.  These  facts 
help  to  explain  many  continuing  evils  in  our  industrial  relations.  In 
so  far,  therefore.  Professor  Parker's  paper  leaves  a  distorted  impres- 
sion. We  decline  to  make  again  of  economics  a  "dismal  science."  We 
refuse  to  believe  that  all  our  industrial  ills  are  due  to  the  innate 
wickedness  of  men  and  to  our  inevitable  heritage  of  original  sin. 

Wesley  C.  Mitchell. — ^AU  of  us  who  heard  Professor  Irving 
Fisher's  presidential  address  before  the  American  Association  for  La- 
bor Legislation  have  doubtless  been  thinking  of  the  similarity  between 
the  burden  of  his  speech  and  what  Professor  Parker  has  said  tonight. 
Circumstances  have  directed  the  attention  of  both  men  to  the  industrial 
unrest  which  is  so  prevalent  at  the  present  time.  One  in  New  Haven, 
the  other  in  Seattle,  have  concluded  that  to  understand  and  deal  effi- 
ciently with  existing  conditions,  we  must  recognize  factors  not  dreamed 


286  Americcm  Economic  Association 

of  in  orthodox  economic  theory.  Both  men  contend  that  modem  con- 
ditions of  factory  production  are  seriously  and  needlessly  exasperating 
to  the  mass  of  the  wage  earners.  Disputes  between  employers  and 
employed  they  attribute  quite  as  much  to  this  emotional  state  of  irrita- 
tion as  to  a  desire  to  drive  a  better  bargain.  Man  inherits^  both  tell 
us^  certain  instincts^  and  any  life  which  thwarts  the  activities  that  these 
instincts  prompt  will  inevitably  breed  discord. 

All  the  men  who  have  for  years  been  declaring  that  economic  theory 
must  pay  more  intelligent  attention  to  the  problems  of  behavior  will 
be  encouraged  at  the  coincidence  of  these  two  addresses.  They  will 
be  particularly  pleased  by  Professor  Fisher's  adhesion  to  this  view- 
pointy  inasmuch  as  in  the  remarkable  dissertation  with  which  he  began 
his  scientific  career  he  protested  against  the  foisting  of  psychology 
upon  economic  theory.  The  same  men  will  feel  further  encouraged 
by  the  welcome  that  Professor  Fetter  has  just  extended  to  Professor 
Parker's  analysis.  They  may  even  hope  that  Professor  Fetter  will 
some  day  explain  definitely  what  the  "American  Psychological  School" 
has  to  do  with  psychology.  I  have  been  inclined  to  think  that  Professor 
Fisher  was  logically  justified  in  protesting  against  the  foisting  of 
psychology  upon  the  type  of  economic  theory  which  was  propounded 
in  1892.  Similarly  Professor  A.  C.  Whitaker  has  protested  against 
the  mixing  of  psychology  with  the  type  of  economic  theory  which  Pro- 
fessor Fetter  propounded  in  1915.  Will  not  Professor  Fetter  take 
early  occasion  to  show  just  how  the  ingenious  variant  of  orthodox  eco- 
nomics with  which  his  name  is  associated  really  connects  with  such  a 
discussion  as  we  have  heard? 

Concerning  Professor  Parker's  paper  I  have  but  one  remark  to 
make^  and  that  remark  is  by  way  rather  of  supplement  than  of  criti- 
cism. Professor  Parker  has  given  us  a  list  of  some  sixteen  instincts 
which^  as  is  usual  nowadays^  he  conceives  to  be  inherited  from  genera- 
tion to  generation  without  substantial  change.  So  far  as  this  factor 
in  human  behavior  is  concerned^  he  suggests  that  men  at  the  present 
time  are  practically  the  same  as  men  in  the  Stone  Age.  It  is^  however^ 
groundedly  believed  that  human  behavior  in  modern  Christendom  differs 
materially  from  the  behavior  of  cave  men.  Some  factor  in  behavior 
has  undergone  great  modifications^  and  that  factor  has  not  been  men- 
tioned in  Professor  Parker's  analysis. 

The  omitted  factor  is  of  course  the  institutional  factor.  Under  this 
term  there  are  included  the  socially  prevalent  habits  which  in  any 
given  group  standardize  the  behavior  of  individual  members.  For  the 
social  sciences  this  factor  in  behavior  is  of  peculiar  importance^  since 
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it  makes  possible  cumulative  change.  So  far  as  these  sciences  can 
contribute  to  progress^  they  find  their  opportunity  in  purposive^  in- 
telligent control  over  institutions.  One  of  the  hopeful  results  of  the 
present  war  is  that  it  has  demonstrated  to  all  that  our  social  economic 
institutions  are  far  more  malleable  than  had  been  supposed.  Those 
men  like  Professor  Parker  and  like  Professor  Fisher  who  see  a  con- 
flict between  man's  inherited  instincts  and  present  living  conditions 
are  justified  in  pressing  vigorously  for  such  changes  of  our  present 
institutions  as  will  accord  on  the  one  hand  with  the  original  nature 
of  man,  and  on  the  other  hand  with  our  present  notions  of  productive 
efficiency. 

£.  C.  Hatks. — It  has  been  interesting  to  observe  the  difference  of 
opinion  between  the  two  gentlemen  who  have  discussed  my  paper  as  to 
what  is  or  is  not  dead  in  economic  theory.^  From  what  appears  in  the 
economic  textbooks  and  from  what  is  heard  in  the  utterances  of  econo- 
mists one  is  forced  to  conclude  that  if  the  doctrine  of  laisies  faire  is 
dead  it  must  be  reckoned  as  one  that  ''being  dead  yet  speaketh."  I 
am  glad  to  find  myself  in  agreement  with  the  President  of  the  Amer- 
ican Economic  Association,  that  if  the  doctrine  of  laisses  faire  is  dead 
at  least  its  obsequies  still  require  to  be  decently  celebrated.'  One  who 
says  that  the  doctrine  of  laissez  faire  was  dead  a  generation  ago  must 
mean  that  the  first  exceptions  to  the  universality  of  its  application  had 
been  admitted.  It  was  still  the  reigning  theory,  although  it  resembled 
a  king  who  had  lost  some  outlying  provinces,  but  who  still  asserted 
full  authority  over  most  of  his  realm  and  lustily  resisted  further  en- 
croachments, to  say  nothing  of  total  dethronement. 

If  the  time  allowed  I  should  gladly  renew  debate  over  the  proposi- 
tion which  has  been  laid  down  this  evening,  that  the  way  to  rectify 
distribution  is  to  maintain  freedom  of  competition;  and  in  doing  so 
I  should  willingly  begin  at  a  point  selected  by  my  critic,  namely,  retail 
trade.  The  objection  to  present  retail  methods  is  not  so  much  that 
they  enrich  the  merchants  as  that  they  wrong  the  consumers.  And 
I  should  admit  with  alacrity  that  in  the  very  instances  in  which  mer- 
chants are  enriched  the  methods  of  merchandising  are  extravagantly 
costly.  This  of  course  shows  that  these  unregulated  methods  can  at 
the  same  time  waste  profusely  and  also  enrich  the  dealers,  doing  both 
out  of  what  is  taken  from  the  consumers. 

X  Referring  to  what  Professors  Fetter  and  Anderson  had  said  about  laissez 
faire  and  the  specific  productivity  theory. 

s  Referring  to  the  treatment  of  the  doctrine  of  laiitez  faire  in  Professor 
Commons'  presidential  address. 
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I  recall  the  statement  made  by  one  speaker^  that  he  had  noted  down 
the  points  to  be  remarked  upon  after  reading  my  paper  in  advance 
of  its  presentation  here.  I  am^  therefore^  allowed  to  hope  that  no  one 
would  understand  me  to  say  that  the  problem  of  production  has  been 
fully^  finally^  or  adequately  solved^  after  hearing  the  emphasis  with 
which  I  read  the  statement  that  ''the  problem  of  production  we  have 
measurably  solved/'  and  that  "the  development  of  production  is  no 
longer  our  prime  need." 

Whether  the  specific  productivity  theory  is  already  dead^  as  one 
speaker  has  declared^  or  whether  it  is  thoroughly  alive^  as  the  other 
emphatically  asserts^  I  venture  to  hope  that  after  further  considering 
what  I  have  said  you  will  agree  that  it  ought  to  be  dead.  It  is  still  in 
textbooks  used  in  American  colleges  as  the  definitely  elaborated  or 
the  implicit  foundation  of  the  theory  of  distribution.  Nothing  has 
been  said  tonight  to  invalidate  either  the  three  main  propositions  of 
my  paper  or  my  objections  to  the  specific  productivity  theory.  So 
far  as  anyone  has  shown  there  seems  to  be  no  objection  to  my  dis- 
tinction between^  on  the  one  hand^  what  a  factor  in  industry  conditions 
and  can  prevent  by  its  withdrawal  and  demand  as  the  price  of  its 
participation  and^  on  the  qther  hand^  what  it  actually  produces;  or  to 
my  contention  that  what  labor  produces  when  using  only  no-rent  land 
or  no-rent  machinery  is  no  fair  test  of  what  it  normally  produces  and 
should  receive^  and  that  present  theories  of  rent^  interest,  and  wages, 
while  they  do  explain  what  happens,  do  not  even  by  implication  justify 
what  happens. 

The  world  is  indebted  to  the  economists  for  an  achievement  of  very 
great  practical  and  scientific  importance  in  that  they  have  shown  what 
mu»t  take  place  if  economic  tendency  operates  uncontrolled.  And 
here  there  appears  to  be  no  argument  against  the  further  conclusion 
that  this  which  must  take  place  under  unregulated  economic  tendency, 
instead  of  being  that  in  which  we  must  and  should  acquiesce,  is  that 
in  which  we  need  not,  and  in  which  as  just  and  courageous  men  we 
can  not,  acquiesce. 


VALUE  AND  PRICE  THEORY  IN  RELATION  TO  PRICE- 
FIXING  AND  WAR  FINANCE 

By  B.  M.  Anderson,  Jb. 
Harvard  University 

Most  economists  have  giveh  scant  attention  to  legally  fixed 
prices.  The  active,  large-scale,  competitive  market,  where  prices 
are  free  to  seek  adjustment  under  the  influence  of  economic  values, 
has  received  our  chief  attention.  Mill  limits  himself  very  strictly : 
"I  must  give  warning  once  for  all,"  he  says,  "that  the  cases  I  con- 
template are  those  in  which  values  and  prices  are  determined  by 
competition  alone.  In  so  far  only  as  they  are  thus  determined, 
can  they  be  reduced  to  any  assignable  law."  Later  writers  have 
added  their  law  of  monopoly  price,  based  on  the  principle  of 
maximum  net  return  to  the  monopolist,  but  few  writers,  in  dis- 
cussing the  general  theory  of  value  and  price,  have  gone  beyond 
that*  Mediaeval  theory  dealt  largely  with  fixed  prices,  but  from 
the  moral,  rather  than  the  economic,  viewpoint,  for  the  most  part. 
In  discussions  of  railway  rate-making,  we  have  chiefly  discussed 
legal  and  moral  questions.  We  have  here,  however,  developed  a 
good  deal  of  economic  analysis,  considering  the  influence  of  rates 
on  difi^erent  industries,  on  different  sections  of  the  country,  and 
on  the  volume  of  railway  trafiic.  The  problem  of  legally  fixed 
minimum  wages  has  led  some  writers  to  grapple  with  fundamentals, 
and  here  I  would  especially  refer  to  Professor  Seager's  lucid  an- 
alysis in  his  presidential  address  before  the  American  Association 
for  Labor  Legislation  in  December  of  1912. 

On  the  whole,  one  gets  the  impression  from  the  textbooks  that 
legally  fixed  prices  are  either  futile  or  harmful,  apart  from  the 
case  of  monopoly,  where  there  is  a  surplus  above  costs  to  bear  the 
shock.  The  discussion  of  usury  laws  is  typical.  The  doctrine 
there  is  that  usury  laws  are  either  ineffective,  because  the  legal 
rate  of  interest  is  put  high  enough  not  to  interfere  with  the  natural 
rate,  or  else  are  evaded,  or  else  drive  capital  away  from  the  com- 
munity where  the  legal  rate  is  enforced.  The  difficulty  of  enforcing 
fixed  prices,  the  danger  of  forcing  merchants  to  close  their  shops, 
the  danger  of  driving  supplies  away  from  the  market,  or  of  stop- 
ping production,  have  all  been  emphasized,  and  have,  moreover, 
been  abundantly  illustrated  from  the  history  of  such  attempts. 
Most  economists  have  had  grave  misgivings  about  the  policy  of 
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price-fixing  which  the  present  war  has  brought  upon  us  in  Amer- 
ica, and  there  has  been  no  clear  statement  of  theory  from  those 
engaged  in  fixing  the  prices  which  would  serve  to  reassure  them. 
Writers  in  trade  journals  have  been  much  perturbed  by  the  "re- 
peal of  the  law  of  supply  and  demand."  There  can  be  no  doubt 
that  practice  is  ahead  of  theory  in  the  present  situation.  One 
gentleman  engaged  with  regulating  prices  is  reported  to  have  said: 
"We  have  no  theory.  We  are  merely  meeting,  with  a  new  ruling, 
each  new  contingency  as  it  arises."  This  paper  cannot  pretend 
to  ofi^er  an  adequate  theory  for  the  new  situation,  but  it  can  raise 
some  questions,  based  on  the  developments  in  the  actual  course 
of  price-fixing,  which  will  pave  the  way  for  a  more  comprehensive 
view  of  the  new  problems. 

In  the  six  or  seven  weeks  that  have  been  available  for  the  prep- 
aration of  this  paper,  it  has  been  impossible  to  make  the  detailed 
investigation  of  the  facts  that  would  be  required  if  the  conclusions 
here  presented  made  pretence  to 'finality.  The  chief  attention  has 
been  given  to  wheat  and  flour,  copper,  and  coal.  I  am  far  from 
sure  that  I  have  an  adequate  grasp  of  the  facts  regarding  these 
commodities.  Men  in  the  trades  express  widely  varying  opinions. 
The  trade  journals  likewise  present  a  wide  range  of  opinion.  Even 
the  government  officials  seem  far  from  agreement  as  to  what  has 
been  accomplished,  and  what  may  be  safely  expected.  The  tenta- 
tive conclusions  reached  are  as  follows:  the  price-fixing  policy 
lias  been  a  success  in  wheat  and  flour;  it  has  been  successful  in 
copper;  it  has  done  good  in  the  case  of  anthracite  coal;  it  has 
done  much  harm  and  little  good  in  the  case  of  bituminous  coal, 
but  the  situation  is  improving  there,  and  there  are  possibilities  of 
further  developments — ^later  to  be  mentioned — which  may  make 
the  regulation  of  bituminous  coal  one  of  the  most  important  parts 
of  the  whole  program. 

Economic  values  are  primarily  concerned  with  the  guidance  of 
production  and  consumption.  When  values  are  rising  for  a  given 
commodity,  the  tendency  is  for  labor  and  capital  to  flow  into  the 
industry  which  produces  that  commodity,  and  away  from  indus- 
tries where  values  are  falling  or  are  stationary.  When  values 
rise,  moreover,  the  tendency  is  for  consumption  to  be  checked,  for 
existing  stocks  to  be  more  economically  utilized.  But  economic 
values  are  only  part  of  a  wider  social  value  system,  concerned  with 
the  guidance  and  control  of  social  activity.  This  wider  system 
includes  social  moral  values,  and  legal  values,  as  well.    All  these 
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values  manifest  themselves  to  a  given  individual  as  objective  pres- 
sures or  lures.  They  are  psychological  in  character,  but  they  grow 
out  of  the  complex  interplay  of  the  minds  of  many  men.  They  rep- 
resent, to  a  given  individual,  the  minds  of  the  rest  of  the  group, 
putting  pressure  on  him,  or  offering  him  lures.  Legal  values,  or 
laws,  are  that  part  of  the  social  will  which  will  be  backed  up,  if 
need  be,  by  the  organized  physical  force  of  the  group,  through 
the  government.  Social  moral  values  are  values  which  the  group 
enforces  by  praise  or  blame,  by  cold  shoulders  and  ostracism,  or 
by  honor  and  approbation.  Social  economic  values  are  values 
which  the  group  enforces,  under  a  system  of  free  enterprise,  by 
profits  and  losses,  by  riches  and  bankruptcy.  Under  a  socialistic 
system  the  economic  values  would  not  immediately  guide  produc- 
tion, but  would  guide  the  bookkeeping  and  planning  of  the  govern- 
ment, and  lie  behind  the  laws  or  authoritative  commands  which 
immediately  control  the  activity  of  labor,  and  the  utilization  of 
the  land  and  capital  of  the  group. 

We  have  been  used  to  think  of  two  main  types  of  social  organiza- 
tion, and  two  main  ways  of  guiding  the  employment  of  labor  and 
capital.  The  system  of  free  enterprise,  where  prices,  controlled 
by  economic  values,  guide  production  and  consumption,  we  think 
we  understand.  Our  economic  theory  has  been  worked  out  to  ex- 
plain it.  We  have  also  devoted  much  theoretical  analysis  to  the 
socialistic  system,  where  the  state  owns  the  land  and  capital  goods, 
and  where  labor  is  subject  to  authoritative  control.  It  has  been 
assumed  that  these  two  systems  are  mutually  exclusive,  that  you 
can  have  one  or  the  other,  but  that  you  cannot  mix  them. 

In  fact,  however,  we  do  find  them  mixed.  In  the  socialistic 
Utopias,  we  often  find  schemes  for  the  automatic  guidance  of  labor 
imder  a  system  of  varying  wages,  working  on  commercial  prin- 
ciples; and  in  our  system  of  free  enterprise  we  have  many  cases 
of  state  activity,  and  cases  where  the  state  commandeers  property 
or  even  life.  The  conscripted  army,  or  the  conscripted  posse 
comitatus,  would,  of  course,  be  extreme  cases  of  this. 

Further,  we  find  many  cases,  both  under  the  system  of  legal 
control  and  under  the  system  of  free  enterprise,  where  men  per- 
form services,  and  perform  them  well,  under  the  influence  of  values 
which  are  neither  legal  nor  economic.  There  are  many  unpaid, 
or  inadequately  paid,  governmental  officials  who  find  their  reward 
primarily  in  prestige,  in  the  approbation  of  the  group.  There 
are  positions  of  dignity  and  honor  in  the  world  of  business,  and 
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very  especially  in  the  professions,  which  men  prize  more  for  the 
sake  of  prestige  and  dignity  than  for  the  income  they  bring* 
Every  day,  in  every  trade,  conmionpLice  men  are  more  apright 
than  the  law  requires  them  to  be,  because  they  wish  the  esteem 
of  their  fellows.  It  is  no  mere  pious  wish  that  is  expressed  in  the 
saying,  ^*A  good  name  is  rather  to  be  desired  than  great  riches." 
Most  men  live  by  that.  Social  expectation  is  the  most  powerful 
steady  motive  force  in  social  life.  It  is  only  when  great  riches, 
regardless  of  how  they  are  obtained,  command  the  respect  and 
awe  of  the  group,  that  the  normal  man  will  sacrifice  other  forms 
of  honor  to  gain  the  honor  which  great  riches  confer.  We  cannot 
begin  to  understand  the  possibilities  of  the  present  governmental 
program  until  we  have  given  attention  to  the  power  of  these 
values,  which  are  neither  legal  nor  economic,  on  the  lives  and  activ- 
ities of  men. 

More  than  that,  we  must  recognize  that  in  the  most  complete 
system  of  free  enterprise,  the  law  enters  at  every  step.     Free 
enterprise  involves  contract ^  and  contract  is  a  legal  fact.     The 
entrepreneur  dreads  bankruptcy,  and  bankruptcy  is  a  legal  fact. 
Moreover,  economic  values  are  compounded  of  many  elements, 
among  them  the  laws  that  govern  the  distribution  of  wealth.     If 
the  law  should  equalize  fortunes  in  New  York  City,  we  should  find 
the  values  and  prices  of  Riverside  palaces  and  steam  yachts  sink- 
ing, and  the  values  and  prices  of  the  luxuries  of  the  erstwhile  poor 
rising,   even    though   individual   utility    schedules    remained   un- 
changed.    Tariff  and  other  tax  laws  reflect  themselves  promptly 
in  prices,  and  the  stock  market  is  constantly  watching  court  de- 
cisions and  legislation,  and  marking  stocks  up  and  down  in  re- 
sponse to  them.     Moral  factors  are  likewise  constantly  at  play 
in  the  economic  value  situation.     The  stocks  and  bonds  of  the 
Distillers  Securities  Corporation  are  well  below  what  they  would 
be  if  there  were  no  opprobrium  attached  to  owning  them.    Govern- 
ment bonds  sell  above  their  natural  level  because  of  patriotic  sup- 
port.   In  times  of  financial  stress,  legal  forces  are  called  in  to  aid 
in  sustaining  the  waning  economic  values — moratoria  and  legal 
holidays  are  declared.    The  government,  the  banks,  apd  the  stock 
exchanges  cooperate  in  organizing  non-economic  forces  to  avert 
the  collapse.    Minimum  prices  are  set  for  securities.    Sales  below 
these  prices  are  prevented.     The  securities,  if  unmarketable  at 
these  prices,  are  still  available  as  bankable  collateral  at  these 
prices,  and  are  valid  for  the  purpose  of  averting  the  legal  fact 
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of  bankruptcy.  The  government  is,  of  course,  not  the  only  insti- 
tutional center  with  power  and  prestige.  The  banks  and  the  stock 
market  alone  may  do  it. 

We  may  well  find,  therefore,  that  the  present  governmental 
policy  is  not  so  anomalous  as  it  at  first  appears.  It  presents 
anomalies  for  our  current  economic  theory  chiefly  because  that 
theory  has  been  highly  abstract  and  unrealistic,  worked  out  in 
a  vacuum,  on  the  assumption  that  there  are  such  things  as  pure 
economic  forces. 

Where  the  state  contents  itself  with  a  fiat,  fixing  retail  prices, 
but  leaving  the  rest  of  the  economic  situation  uncontrolled,  we 
may  well  expect  the  law  to  be  a  failure.  Some  merchants  will  obey 
it,  but  if  the  price  fixed  is  below  the  wholesale  price,  bankruptcy 
will  prevent  their  obeying  it  very  long.  The  temptation  to  evade 
the  law,  to  sell  secretly  to  favored  customers  at  higher  prices,  or 
to  shut  up  their  shops  entirely,  will  be  irresistible.  History  is 
full  of  such  cases.  But  we  have  a  different  problem  when  the  state 
undertakes  to  control  the  whole  chain  of  prices  leading  up  to  the 
retail  price.  Clearly  if  the  retailer  can  buy  at  a  wholesale  price 
which  allows  him  a  living  profit,  he  will  be  able  to  sell  at  the 
legally  fixed  price.  Will  he  sell  at  that  price?  He  has  more 
demand  at  that  price  than  he  can  supply.  The  answer  given  by 
our  conventional  demand  and  supply  analysis  is,  therefore,  that 
he  will  raise  his  price  anyhow.  His  customers,  competing  for  the 
inadequate  stock,  will  bid  up  the  price.  But  we  have  been  seeing 
a  difi^erent  situation  in  the  case  of  sugar  in  recent  months,  par- 
ticularly in  New  England  and  New  York.  In  Massachusetts, 
where  I  have  been  able  to  watch  the  thing  most  closely,  the  retailer 
has,  in  general,  kept  pretty  close  to  the  price  suggested  by  the 
regulating  boards.  There  has  been,  for  the  retail  market,  in- 
formal suggestion  rather  than  strict  legal  control.  But  it  has 
been  efi^ective.  When  supplies  have  been  exhausted,  consumers 
have  waited  for  more.  Stocks  have  been  rationed  out,  sales  being 
limited  to  ten  pounds,  and  finally  to  two  pounds,  or  one  pound, 
for  each  customer  at  a  given  time.  The  preference  has  been  given 
to  regular  customers  as  a  rule.  I  have  found  no  evidence  at  all 
that  rich  customers  have  been  favored,  though  probably  that  has 
occurred  at  times.  Customers  have  themselves  withheld  their 
purchases.  Anxious  and  able  to  pay  high  prices  to  get  more  sugar, 
they  have  restrained  themselves,  and  put  pressure  on  their  neigh- 
bors, to  help  make  the  inadequate  'supply  go  around.     The  re- 
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taller  has  felt  some  pressure  from  the  law,  more  from  public 
opinion,  a  good  deal  from  the  wholesalers,  who  have  at  times  re- 
fused to  sell  more  sugar  to  the  few. retailers  who  have  ventured 
to  raise  their  price.  On  the  whole,  the  retail  price  of  sugar  has 
been  held  far  below  the  level  that  would  have  obtained  had  there 
been  no  effort  to  control  it.  Nor  is  there  any  reason  to  believe 
that  higher  retail  or  wholesale  prices  of  sugar  would  have  hastened 
by  one  day  the  inflow  of  sugar  from  Cuba,  Louisiana,  and  the  beet- 
sugar  sections.  Unrestricted  bidding  for  the  inadequate  stock, 
town  against  town,  and  rich  against  poor,  would  have  led  to  a 
different  distribution  of  the  existing  stocks,  and  a  much  less  satis- 
factory distribution,  but  not  to  more  sugar.  It  was  a  case  of 
temporarily  strictly  fixed  supply,  and  the  price-fixing  policy,  ac- 
companied by  the  rationing  out  of  the  stock,  was  the  best  solution 
that  could  have  been  quickly  devised. 

We  need  not  go  far  in  the  explanation  of  the  success  of  the 
efforts  to  restrain  the  price  of  sugar  at  retail.  It  is  explicable 
on  ordinary  commercial  principles,  when  the  various  factors  we 
have  been  considering  are  taken  into  account.  The  retailer  views 
his  business  as  a  whole.  His  *^good  will"  is  a  valuable  thing,  which 
he  has  built  up  slowly,  and  which  he  doesn't  care  to  put  in 
jeopardy.  If  he  had  sold  his  sugar  at  high  prices  to  his  richest 
customers,  he  would  have  lost  more  than  he  would  have  gained. 
How  far  this  would  apply,  however,  in  restraining  him  if  a  dozen 
staples  were  involved  is  not  so  clear.  More  is  involved  than  the 
balancing  of  profit  and  loss.  But  the  larger  the  percentage  of 
his  business  involved  in  the  price-fixing  policy,  the  harder  it  will 
be  to  hold  him.  In  the  case  of  retail  coal  dealers,  for  example, 
whose  whole  business  is  in  the  one  commodity,  there  is  evidence 
enough  of  a  great  deal  of  profiteering,  in  the  absence  of  definite 
legal  restraint.  Even  here,  however,  the  force  of  public  opinion 
has  been  very  great,  and  coal  dealers  have  shown  great  moderation, 
and  a  real  sense  of  public  responsibility  in  rationing  out  their 
stocks,  so  that  all  of  their  customers  might  have  consideration. 

I  do  not  think  that  the  problem  of  holding  dealers,  retailers 
and  wholesalers,  to  a  reasonable  margin  of  profit  is  a  serious  one, 
viewed  as  a  war-time  matter,  and  viewed  as  a  short-run  matter. 
Legal  and  moral  pressures  will  accomplish  it,  if  the  margin  be  not 
too  narrow,  and  if  the  expectation  be  clear  that  it  is  not  to  last 
forever.  What  about  the  problem,  however,  as  we  go  further  back 
in  the  chain,  back  to  manufacturers,  and  back  still  further,  to 
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miners,  farmers,  and  lumbermen,  who  supply  raw  materials,  or 
back  to  the  laborers,  who  are  ^^ultimate  factors  of  production" 
at  every  stage?  How  far  is  it  possible  to  put  pressures  of  a  non- 
economic  sort  on  them,  to  induce  them  to  forego  the  prices  they 
could  expect  under  the  free  play  of  economic  values? 

On  the  whole,  we  may  expect  among  manufacturers,  laborers, 
mine-owners  and  farmers  the  same  general  human  nature,  and  the 
same  sort  of  responsiveness  to  social  pressures,  that  we  find  among 
retailers  and  wholesalers.  The  questions  to  be  answered  regarding 
them  relate  to  the  possibility  of  applying  the  social  pressures, 
and  the  possibility  of  their  being  able  to  respond  to  them.  It  is 
easy  to  apply  social  pressure  to  conspicuous  men  and  to  large 
corporations.  If  they  violate  the  law,  evidence  is  obtainable,  and 
juries,  especially  in  war-time,  will  take  pleasure  in  convicting 
them.  The  finger  of  scorn  is  easily  pointed  at  them,  and  they 
can  be  made  to  wince  before  public  condemnation.  Moreover, 
the  fact  that  a  given  man  or  corporation  is  handling  large  enter- 
prises makes  it  easy  to  see  that  the  public  welfare  is  really  af- 
fected, and  great  praise  is  given  to  conspicuous  services — as  in 
the  case  of  Mr.  Ford.  Where  industry  is  concentrated,  therefore, 
control  by  non-economic  values  is  easy.  The  railroads  have  been 
operated,  since  the  war  began,  with  a  primary  purpose  of  serving 
the  country,  and  with  profits  made  incidental — ^very  incidental! 
The  banks  and  stockbrokers  have  given  great  services,  and  services 
which  have  cost  them  a  good  deal  of  money,  gratuitously.  The 
great  cop}>er  mines  and  concentrated  copper  selling  agencies  have 
been  brought  under  governmental  direction  by  an  organization 
within  the  trade  itself,  which  controls  the  shipments,  as  well  as 
the  price,  and  which  is  really  selling,  at  the  price  fixed,  exclusively 
to  those  customers  who  need  the  copper  for  public  purposes. 
Anthracite  coal  is  concentrated  in  a  few  hands,  and  the  control 
of  that  industry  has  been  fairly  simple.  But  the  farmers  are  scat- 
tered and  numerous.  Bituminous  coal  mines  are  also  numerous 
and  scattered.  Laborers  are  most  niunerous,  most  obscure,  anony- 
mous, hardest  of  all  to  bring  to  the  bar  of  public  opinion.  It  is 
also  hard  to  bring  legal  pressure  to  bear  on  farmers  and  laborers. 
They  are  so  numerous  that  their  political  power  is  great.  They 
have,  moreover,  definite  class  feeling  and  have  a  sense  that  they 
have  been  much  exploited  in  the  past,  and  these  ideas  are  shared 
by  many  of  the  rest  of  us.  They  thus  have  social  values  of  their 
own  which  tend  to  resist  outside  social  pressures,  and  the  outside 
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social  pressures  are  weaker  because  many  who  are  not  laborers 
or  farmers  share  the  standards  of  the  farmers  and  laborers.  To 
coerce  farmers  and  laborers  is  virtually  impossible.  They  must 
share  the  collective  sentiment  and  feeling  which  impel  them  to  sac- 
rifice their  economic  interests,  if  they  are  to  make  sacrifices.  Some- 
thing of  the  same  sort  is  true  of  the  grain  and  flour  trade,  although 
there  is  much  more  organization  there,  closely  interwoven  through 
boards  of  trade,  private  wires,  and  great  milling  organizations,  it 
is  perhaps  not  necessary  to  enlist  the  good  will  of  the  anthracite 
mine  owners,  or  the  steel  corporations,  or  the  copper  mines  and 
selling  agencies.  They  can  be  forced  to  act  in  the  public  interest. 
It  is  fortimate  that  their  good  will  has  been  enlisted,  none  the  less. 
But  it  is  vital  that  the  good  will  of  farmers  and  laborers  be  util- 
ized. A  policy  of  coercion  and  antagonism  would  be  very  harmful 
there.  It  is  a  great  misfortime  that  the  bituminous  coal  trade  was 
violently  antagonized  and  thrown  into  a  state  of  bitter  resentment 
when  the  government  first  took  action  with  reference  to  the  price 
of  bituminous  coal.  This  resentment  Mr.  Garfield  has  done  much 
to  lessen  in  recent  weeks. 

Where  it  is  possible  to  utilize  an  unquestioned  public  ideal, 
which  virtually  all  men  share,  as  your  agent  of  social  control, 
even  the  obscure  individual  can  be  reached.  It  is  not  hard  to 
shame  the  obscure  slacker,  who  evades  his  duty  as  a  soldier,  be- 
cause his  neighbors  and  associates  condemn  him.  It  is  not  hard, 
moreover,  to  control  the  obscure  retailer,  because  his  customers 
have  an  interest  in  putting  pressure  on  him.  But  if  pressure  be 
put  on  a  whole  large  class,  which  the  class  resents,  the  obscure 
individual  in  that  class  has  a  social  standard  to  which  he  can 
appeal,  finds  sympathy  among  those  for  whose  good  opinion  he 
most  cares,  and  can,  moreover,  hope  to  escape  even  legal  penalties, 
because  he  expects  to  be  dealt  with  by  a  jury  of  his  own  kind. 

The  good  will  of  the  grain  trade,  and  the  flouring  industry, 
seems  to  have  been  won.  Mills  producing  well  over  90  per  cent 
of  the  output  of  flour  have  signed  without  question  the  agreement 
to  keep  to  the  government's  price  of  wheat,  and  have  accepted 
the  government's  restrictions  on  their  profits.  Wheat  has  come 
slowly  to  the  market  from  the  farms,  and  there  has  been  tempta- 
tion to  exceed  the  government's  price.  But  the  opinion  of  the 
best  informed  men  in  the  trade  seems  to  be  that  little  of  that  has 
been  done.  In  some  cases  there  has  been  an  evasion  to  the  extent 
of  a  few  cents  per  bushel,  in  that  inferior  grades  of  wheat  have 
been  accepted  at  the  price  of  the  best  grade,  but  the  differentials 


Price-Fixing  and  War  Finamce  247 

are  close  in  any  case,  and  this  evasion  has  not  meant  much.  More- 
over, even  this  seems  to  have  been  promptly  stopped  on  intimation 
from  the  Grain  Corporation  that  it  would  not  be  tolerated.  The 
price  of  flour  has  not  been  fixed.  Rather,  the  millers  have  been 
limited  as  to  their  profits,  both  on  flour  and  on  by-products.  There 
is  uncertainty  in  the  trade  as  to  how  the  profit  should  be  com- 
puted. Overhead  charges  are  not  easy  to  apportion,  and  there 
is  the  further  complication  that  the  earlier  months  of  the  crop 
year  are  the  busy  months,  and  that  allowance  must  be  made  for 
the  dull  months  to  come  after  January  next.  Millers  do  not  ex- 
pect to  make  much  money  this  year,  though  they  seem  to  fed  that 
they  will  come  out  even,  and  are  viewing  the  situation  cheerfully, 
and  grinding  all  the  grain  they  can  get.  It  may  be  added  that 
the  regulating  authorities  have  also  regulated  the  amount  of  wheat 
that  millers  may  buy,  and  are  holding  in  check  by  this  means  com- 
petition among  the  millers  for  wheat.  The  millers  report  their 
daily  purchases  of  wheat.  They  are  gratified  that  the  govern- 
ment expects  to  send  flour,  rather  than  wheat,  to  Europe,  thus 
enabling  them  to  continue  in  business.  They  are  acquiescing  read- 
ily enough  in  the  requirement  that  different  grades  of  wheat  be 
blended  in  their  flours,  in  fixed  proportions.  This  interferes  with 
brands  and  trade  marks,  but  they  are  making  little  complaint 
about  it.  The  main  purpose  of  this  blending  requirement  is,  of 
course,  to  protect  the  scant  supply  of  hard  wheat.  There  is, 
however,  an  incidental  effect  which  is  also  of  importance  for  our 
purposes.  The  government  has  established  fixed  differentials  be- 
tween the  different  grades  of  wheat.  In  a  free  market,  differen- 
tials naturally  vary.  When,  however,  the  proportions  of  different 
grades  in  the  blend  are  prescribed,  the  difficulty  of  holding  to  the 
fixed  differentials  is  lessened.  The  jobbers  in  flour  have  been  given 
time  to  work  off  their  flour  purchased  at  the  high  prices  of  last 
June.  But  for  the  rest,  they  are  restricted  to  a  margin  of  76 
cents  per  barrel.  Probably  this  margin  is  too  low.  The  cost  of 
jobbing  with  the  largest  Boston  houses  has  been  49  cents.  Other 
houses  in  Boston  have  costs  of  70  cents.  In  New  York  the  cost 
is  probably  above  this.  The  lowest  cost  reported  anywhere  is 
4S  cents,  but  that  was  on  carload  lots.  Smaller  houses  in  very 
many  cases  have  costs  substantially  exceeding  76  cents.  They 
can  stand  the  thing  for  a  while,  however,  the  more  as  flour  is  only 
one  part  of  their  business. — I  call  attention  here  to  what  I  believe 
has  been  a  serious  error  in  the  government's  policy,  at  points — 
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the  effort  to  shave  prices  and  margins  too  closely.  This  has  been 
especially  the  case  in  the  soft  coal  industry,  where,  for  reasons 
already  indicated,  coercion  is  hard  to  apply  as  compared  with 
the  more  concentrated  industries,  whose  prices  seem  to  have  been 
more  generously  fixed. — Control  over  both  millers  and  jobbers  in 
flour  has  been  obtained,  under  the  Lever  Bill,  by  a  system  of 
licenses,  without  which  they  cannot  do  business,  and  to  obtain 
which  they  must  make  a  definite  contract  with  the  Grain  Corpora- 
tion to  hold  to  the  prices  and  margins  set.  Control  over  the  retail 
price  of  flour  has  been  to  a  large  degree  informal,  although  the 
license  system  is  being  extended  to  retail  stores.  But  the  retail 
price  of  flour  has  been  held  well  down.  The  trade  seems  to  be  of 
the  opinion  that  the  government's  policy  has  prevented  the  price 
of  flour  from  soaring  to  unprecedented  heights.  Where  flour  is 
now  selling  at  $12  to  $18  per  barrel,  at  retail,  the  trade  thinks 
it  would  have  gone  to  $25  per  barrel  in  the  absence  of  restrictions. 
In  dealing  with  the  farmers,  the  government  has  recognized  the 
difficulties  already  discussed.  They  cannot  be  legally  coerced. 
The  price  paid  for  wheat  must  be  high.  They  must  feel  that  they 
are  being  justly  dealt  with.  There  has  been,  incidentally,  a  deli- 
cate political  balance  to  be  worked  out  as  between  laborers,  de- 
manding low  food  prices,  and  farmers  demanding  high  prices. 
The  greater  concessions  have  probably  been  made  by  the  farmers, 
but  the  price  of  wheat  is  reasonably  high  for  this  year,  and  a 
high  price  for  next  year  has  been  guaranteed.  There  was  a  curious 
though  natural  miscalculation  of  the  course  the  farmers  would 
take  in  marketing  their  wheat.  Last  Jime,  the  men  who  were 
working  at  the  problem  felt  that  there  was  grave  danger  that  the 
wheat  market  would  collapse  when  the  new  wheat  began  to  come 
in  in  large  volume.  Ordinarily  the  volume  of  wheat  to  be  carried, 
at  a  given  time,  by  dealers  and  speculators  is  small.  Wheat  is 
promptly  exported  or  brought  by  millers  as  it  comes  to  market. 
But  with  the  submarine  war,  and  the  shortage  of  ocean  vessels, 
it  was  feared  that  several  times  the  normal  amount  of  wheat,  at 
twice  the  normal  prices,  would  pile  up  in  the  primary  markets  at 
a  given  time.  Elevator  facilities  were  possibly  adequate  to  meet 
this,  but  it  was  feared  that  financial  facilities  were  not,  that  the 
trade  would  be  unable  to  prevent  a  slump  in  the  price  of  wheat. 
It  was  in  part  for  this  reason  that  $150,000,000,  as  a  '^revolving 
fund,"  was  provided  in  the  Lever  Bill,  to  be  used  in  market  opera- 
tions, to  stabilize  the  price  of  wheat.    It  was  originally  planned 
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to  fix,  not  one  price  of  wheat,  but  rather,  maximum  and  minimum 
prices,  to  be  maintained  by  commercial  operations,  making  the 
government  the  largest  dealer  in  the  grain  market,  buying  with- 
out limit  at  the  lower  price,  and  selling  without  limit  at  the  higher 
price.  It  was  proposed  by  some,  as  a  means  of  inducing  the 
farmers  to  hold  back  their  wheat,  that  these  maximiun  and  mini- 
mum prices  be  advanced  month  by  month,  by  an  amount  that 
would  equal  carrying  charges.  Fortunately  this  plan  of  advancing 
the  price  month  by  month  was  not  adopted.  The  other  plan,  of 
maximum  and  minimum  prices,  would  have  been  an  interesting 
experiment,  but  would  have  left  the  government  with  less  effective 
control  of  the  situation  than  it  now  possesses.  The  chief  difficulty 
the  present  plan  has  met  has  been  the  slowness  with  which  the 
farmers  have  brought  their  wheat  to  market.  The  explanation 
of  this  is  not  clear.  Probably  a  good  many  farmers,  prosperous 
and  able  to  borrow  on  easy  terms  at  the  banks,  have  been  holding 
their  wheat,  waiting,  on  the  chance  that  the  price  might  go  higher. 
To  no  small  extent,  there  has  been  real  dissatisfaction  with  the 
price  fixed.  There  have  been  cases  where  the  farmers,  in  their 
dissatisfaction,  have  turned  winter  wheat  land  to  rye,  because 
there  is  no  immediate  prospect  of  limitation  of  the  price  there. 
The  farmers  must  be  dealt  with  on  a  commercial  basis,  if  con- 
tinuous production  is  to  be  assured.  They  must  in  any  case  get 
their  costs  of  production.  And  cost  of  production — the  older 
economists  to  the  contrary  notwithstanding! — includes  agricul- 
tural rent.  If  land  can  be  used  advantageously  to  produce  other 
things  than  wheat,  it  will  not  be  used  for  wheat  unless  the  price 
of  wheat  yields  a  rent  that  equals  that  to  be  obtained  from  the 
other  use.  On  the  whole,  the  $S.OO  guarantee  for  next  year  seems 
to  be  sufficient  to  increase  the  production  of  wheat  next  year.  The 
acreage  of  winter  wheat  is  greater  than  in  December  of  1916,  by 
4  per  cent.  Of  course,  the  $2.S0  for  wheat  this  year  has  no  effect 
on  the  present  crop  year.  Nor  can  the  farmers  expect  to  get 
more  than  that  this  year.  Legal  coercion  is  probably  wholly  un- 
necessary. The  fanners  face  an  absolute  buyers'  monopoly,  like 
that  which  the  Tobacco  Trust  presented  to  the  tobacco  growers. 
Nobody  can  buy  wheat  without  a  government  license,  for  milling 
purposes,  and  the  export  trade  in  wheat  is  wholly  in  the  hands 
of  the  government's  Grain  Corporation.  But  this  buyers'  monop- 
oly is  far  more  effective  than  any  private  monopoly  could  be.  It 
is  unassailable  at  law.    It  has  back  of  it  the  prestige  of  the  gov- 
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• 
eminent.     It  can,  if  need  be,  call  on  the  banks  to  put  pressure 

on  the  farmers  who  are  reluctant  to  sell. 

Not  only  production  and  marketing,  but  also  consumption  has 
been  in  large  part  controlled  by  non-economic  values.  Mr.  Hoover 
has  inaugurated  a  campaign  of  suggestion  to  divert  consumers 
from  wheat  to  other  grains.  Very  much  has  been  done  here,  but 
not  enough.  Some  of  the  poorer  people  have  undoubtedly  in- 
creased their  consumption  of  wheat  bread,  as  the  price  of  meat 
has  risen.  But  even  this  has  been  less  by  far  than  would  have 
been  the  case  without  the  campaign  of  suggestion,  and  among  the 
more  fortunate  elements  in  society  the  reduced  consumption  of 
wheat  has  been  very  marked.  Probably  it  will  be  necessary  to 
stop  the  production  of  wheat  flour  entirely,  and  to  provide  a 
standard  "war  flour"  in  which  wheat  is  blended  with  com,  barley, 
and  rye.  The  wheat  supply  is  short.  But  the  machinery  exists  to 
accomplish  this  readily. 

In  handling  the  wheat  problem,  the  fact  that  the  existing  ma- 
chinery of  the  grain  trade  performs  vital  functions  has  been 
recognized.  The  fact  that  prices  regulate  production  and  con- 
sumption has  been  recognized.  Whenever  the  government  has 
interfered  with  the  automatic  working  of  the  old  mechanism,  it 
has  provided  a  substitute.  Price-regulation  has  been  merely  a 
part  of  a  comprehensive  scheme.  Non-economic  values  have  been 
brought  to  bear  as  the  operation  of  economic  values  has  been 
ii^terfered  with ;  governmental  machinery  of  coordination  and  con- 
trol has  been  provided  as  the  regulative  and  guiding  activities  of 
speculators  and  entrepreneurs  have  been  dispensed  with. 

In  the  copper  industry  the  existing  machinery  of  the  trade  has 
been  used.  A  copper  committee,  made  up  of  leading  copper 
dealers,  has  control  over  the  shipments  of  copper.  The  price  is 
fixed  by  agreement  with  the  government.  The  Lever  Bill,  con- 
cerned with  food  and  fuel,  has  not  given  authority,  apparently, 
for  coercion,  but  the  copper  men  have  known  that  the  government 
could  get  the  authority  if  it  needed  it,  and  have  acquiesced  readily 
in  the  government's  proposals.  The  23%  cents  ppr  pound  price 
for  copper  seems  adequate.  Men  in  the  trade  say  that  while  there 
may  be  mines  which  cannot  operate  on  that  basis,  they  are  not 
"real  mines,"  and  their  contribution  to  the  total  output  is  a  small 
fraction  of  one  per  cent  of  the  total.  When  the  further  fact  is 
added  that. the  total  output  is  now  under  control,  and  is  being 
sent  where  it  meets  the  most  important  public  purposes,  I  think 
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that  we  cannot  deny  the  success  of  the  policy  in  dealing  with 
copper.  The  price  fixed,  several  cents  lower  than  prices  that  had 
prevailed,  permits  the  mine  owner  to  meet  expenses  of  production. 
Expense  of  production,  in  the  copper  mines,  for  short-run  pur- 
poses, does  not  include  the  rent  of  mines.  The  mines  cannot  be 
turned  from  copper  to  coal,  as  agricultural  land  can  be  turned 
from  wheat  to  corn  or  rye.  Land  rent  is  a  necessary  part  of  cost 
of  production  only  when  there  are  alternative  uses,  or  when  there 
is  danger  that  the  land  will  not  be  kept  up  to  its  normal  efficiency. 
Of  course,  if  no  rent  at  all  is  allowed  the  mines,  there  is  danger 
of  wasteful  mining,  with  the  ultimate  ruin  of  the  mines,  but  as  a 
short-run  policy,  we  need  not  worry  about  this  in  the  case  of 
copper. 

A  very  large  part  of  the  reduction  of  prices  falls,  simply,  on 
business  profits,  and  on  rents  of  fixed  investments,  mines,  good 
will,  and  other  non-transferable  forms  of  wealth.  But  there  is 
one  element  in  expense  of  production  which  cannot  be  refused, 
and  that  is  wages.  Labor  is  the  least  specialized  concrete  factor 
of  production,  particularly  that  unskilled  labor  which  is  needed 
to  work  with  skilled  labor  in  almost  every  occupation.  If  the 
price  fixed  is  so  low  as  to  interfere  with  wages,  in  any  line,  pro- 
duction in  that  line  must  be  curtailed  at  once. 

Li  the  case  of  bituminous  coal,  the  facts  are  still  obscure.  The 
cut  there  was  drastic.  The  industry  is  little  concentrated,  and 
there  are  many  small  mines,  run  not  in  the  most  business-like 
fashion.  The  cost  data  which  they  had  in  past  years  supplied 
their  own  stockholders  had  been  too  low,  leaving  out  adequate 
allowances  for  wasting  assets,  for  betterments,  and  similar  items. 
To  a  considerable  extent,  these  data  were  the  only  source  of  in- 
formation on  which  the  government  could  act  in  setting  prices. 
That  the  prices  were  too  low  seems  to  be  conceded  by  the  govern- 
ment in  the  increases  that  have  since  been  allowed  piecemeal. 
There  is  dispute  as  to  how  far  wages  have  been  held  back,  and 
how  far  strikes  have  occurred  which  would  not  have  occurred  had 
there  been  no  restriction  on  the  price.  Probably  many  thin-vein 
mines  were  really  unable  to  operate  on  the  government's  price. 
Probably  much  unskilled  labor  has  been  lost  to  the  bituminous 
coal  fields,  in  the  period  of  demoralization  that  followed  the  price- 
fixing.  Jobbers  and  retailers,  in  both  bituminous  and  anthracite 
coal,  were  for  a  time  demoralized  by  the  new  regulations.  Banks 
hesitated  in  some  cases  to  finance  coal  shipments,  until  the  ques- 
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tions  of  margins  and  resale  of  coal  purchased  at  high  prices  should 
be  cleared  up.  There  was  nothing  like  the  careful  working  out 
in  advance  of  ways  for  meeting  detailed  contingencies  that  we 
find  in  the  case  of  the  grain  and  flour  regulation.  The  bituminous 
coal  trade  was  bitterly  resentful  of  the  failure  to  include  in  the 
regulating  board  at  the  outset  men  specially  trained  in  the  coal 
trade,  and  was  very  resentful  of  the  setting  aside  of  the  price 
reached  by  informal  agreement,  which  preceded  the  legally  fixed 
price. 

Bitimiinous  coal  prices  had  soared  to  unprecedented  heights  in 
the  period  preceding  August  of  1917,  when  the  new  price  was 
fixed.  But  the  rising  prices  had  led  to  an  unprecedented  increase 
of  production.  The  curves  for  bituminous  coal  for  1916  and 
1917  make  an  interesting  study.  Nineteen  hundred  and  sixteen 
was  a  year  of  extraordinary  coal  production,  but  up  to  August, 
1917  surpassed  1916  by  an  enormous  margin.  The  crest  of  1917 
production  was  in  July.  With  August,  there  came  a  violent  drop. 
There  was  some  recovery,  but  October  saw  a  second  drop  to  the 
August  level.  In  October,  the  1916  curve  passes  above  the  1917 
curve  for  one  week,  and  then  the  two  curves  move  together. 
Whatever  the  causes,  there  has  been  a  bad  setback  in  bitumin- 
ous coal  production,  coincident  with  the  price-fixing.  Not  all 
of  it  is  to  be  attributed  to  the  price-fixing  policy,  in  any  case. 
Defenders  of  the  policy  have  been  attributing  much  of  the  trouble 
to  car  shortage.  But  there  was  car  shortage  before  as  well  as 
after  the  new  policy  came  into  effect.  In  the  week  ending  October 
20,  when  production  fell  to  65  per  cent  of  mine  capacity,  only 
a  third  of  the  reduction  in  output  was  attributed  to  car  shortage 
in  the  weekly  coal  report  of  the  United  States  Geological  Survey.^ 
For  other  weeks,  car  shortage  has  been  responsible  for  a  larger 
percentage  of  the  reduced  output,  but  on  the  average,  since 
August,  has  been  responsible  for  less  than  half  down  to  November 
10.  And  before  August  the  mines  were  also  contending  with  car 
shortage.  The  weekly  coal  report  of  August  4  shows  that  in  July 
car  shortage  ran  higher  than  in  October.*  The  jobbers  are  ex- 
pert in  routeing  coal  so  as  to  avoid  congestion  of  freight,  and  the 
car  shortage  and  congestion  might  have  been  less  had  they  had 
less  interference,  and  wider  margins  to  work  on.  It  is  hard  to  get 
an  accurate  analysis  of  the  situation.    Until  very  recently,  it  has 

1  Vid€  Black  Diamond,  Nov.  17,  1917,  p.  409. 
*Blaek  Diamond^  Aug.  11,  1917,  p.  107. 
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been  hard  to  get  temperate  statements  from  men  in  the  trade,  or 
from  the  coal  journals.  Nor  are  the  statements  from  some  of  the 
officials  who  have  talked  about  the  matter  as  temperate  as  one  finds 
among  the  officials  concerned  with  the  regulation  of  wheat  and 
flour.  Of  late,  there  is  evidence  of  better  feeling,  and  more  judi- 
cious statements  are  being  made.  But  I  have  foimd  no  one  in 
the  trade  who  questions  that  the  price-fixing  policy  has  reduced 
output  below  what  it  would  have  been  had  the  price  been  left 
alone. 

The  failure  to  recognize  differences  in  quality  of  bituminous  coal 
by  price-differentials  has  been  a  serious  mistake.  In  at  least  one 
case,  a  mine  producing  premium  coal  has  been  shut  down,  and  a 
mine  producing  inferior  coal  with  a  high  ash  content  has  been  re- 
opened, because  there  was  no  difference  per  ton  in  the  price  of  the 
output  of  the  two  mines.  The  same  company  owned  both  mines, 
and  had  labor  enough  for  only  one.  Differentials  are  not  so  easy 
to  fix  in  coal  as  in  wheat,  but  the  coal  trade  makes  them,  on  the 
basis  of  "thermal  units,"  and  it  should  not  be  impossible  for  the 
government  to  follow  the  trade  practice. 

Fortunately,  the  drastic  cut  in  price  was  effective  only  in  slight 
degree.  The  trade  was  more  scared  than  hurt,  so  far  as  mine 
operators  were  concerned,  because  existing  contracts  were  re- 
spected, and  most  of  the  operators  in  bituminous  coal  had  enough 
contracts  to  take  care  of  the  bulk  of  their  output.  By  the  end 
of  November  I  had  heard  of  no  sales  of  bituminous  coal  at  govern- 
ment prices  in  New  England.  There  may  have  been  such  sales, 
but  they  were  surely  exceptional.  The  jobbers  felt  themselves 
hard  hit.  Probably  the  jobbers*  margin  of  15  cents  per  ton  is 
too  low,  though  I  speak  with  great  diffidence.  But  most  of  the 
uncertainties  have  now  been  straightened  out,  production,  though 
less  than  it  would  have  been,  is  large;  and  we  are  seeing  the  be- 
ginning of  a  policy  which,  if  wisely  carried  out,  will  redeem  the 
whole  bituminous  coal  policy.  I  refer  to  the  control  of  coal  ship- 
ments, so  that  nonessential  industries  cannot  get  coal. 

It  is,  we  may  suppose,  politically  impossible  to  draft  the  labor 
of  the  country,  and  force  its  concentration  on  essential  industries. 
Coal  and  copper  can  be  drafted.  Capital  can  be  obtained  for  the 
government  at  a  rate  of  Interest  far  below  the  market  rate.  But 
labor  cannot  be  drafted,  or  got  to  work  below  the  market  rate. 
There  are,  however,  several  indirect  ways  of  bringing  about  the 
concentration  of  labor  where  the  government  wishes  it  to  go. 
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Heavy  taxation  bearing  specifically  on  nonessential  industries 
will,  of  course,  free  labor  for  other  purposes.  Heavy  taxation 
of  incomes,  likewise,  will  reduce  private  demand  for  the  products 
of  labor,  and  leave  labor  cheaper  and  more  abundant  for  meeting 
the  government's  needs.  Loans  to  the  government,  even  when 
based  on  expanding  bank  credit  in  large  part,  enable  the  govern- 
ment to  draw  labor  and  raw  materials  away  from  the  nonessential 
industries,  whose  products  feel  no  increased  demand,  but  whose 
costs  rise,  as  the  competition  of  the  government  for  labor  and  raw 
materials  increases.  Further,  we  have  the  very  effective  device,  im 
which  I  should  lay  heavy  stress,  of  controlling  the  distribution 
of  copper,  coal,  steel,  cars,  etc.,  so  that  the  nonessential  industries 
can't  get  them,  and  are  obliged  to  shut  down.  It  should  be  easy^ 
also,  for  the  government  to  bring  the  banks  to  curtail  loans  to 
such  industries.  Moreover,  many  industries  are  being  converted 
through  the  patriotism  or  business  acumen  of  their  managers  to 
war  purposes,  and  many  industries  are  introducing  radical  econ- 
omies in  the  use  both  of  labor  and  raw  materials,  at  the  instance 
of  the  government,  without  legal  coercion.  All  these  methods  are, 
in  fact,  working  to  the  same  end.  There  is  no  conflict  among 
them.  It  seems  to  me  that  much  of  our  controversy  over  methods 
of  war  finance  has  been  needless,  so  far  as  this  point  is  concerned. 

We  are  met  with  an  objection,  however,  growing  out  of  the 
quantity  theory  of  money,  which  must  receive  brief  consideration. 
It  is  argued  that  price-fixing  is  futile.  Gold  has  come  into  the 
country  in  great  quantity,  and  the  government's  policy  of  financ- 
ing the  war  in  large  part  by  loans  is  leading  to  a  considerable 
expansion  of  bank  credit.  These  facts  must  force  up  the  price 
level,  the  average  of  prices.  If  some  prices  are  artificially  held 
down,  the  result  will  be  that  the  free  prices  must  rise  even  higher 
than  would  have  been  the  case  if  all  prices  were  free.  It  is  no 
answer  to  say  that  this  doesn't  matter  so  long  as  we  control  the 
essential  prices ;  that  we  can  allow  the  prices  of  luxuries,  and  of 
stocks  and  bonds,  to  soar,  so  long  as  we  keep  the  prices  of  military 
supplies  and  the  necessities  of  life  down.  Because,  if  this  view 
be  true,  then  the  rising  prices  of  nonessentials  will  tempt  labor 
and  capital  away  from  the  production  of  the  military  supplies 
and  the  necessities  of  life.  Is  our  ship  to  be  sunk  by  the  quantity 
theory  U-boat?    I  do  not  think  so. 

This  objection  rests  on  what  I  venture  to  consider  an  erroneous 
view  of  the  relation  of  money  and  credit  to  prices.     One  point 


Price-Fixing  and  War  Finance  266 

must  suffice,  though  there  are  many  things  that  seem  wrong  with 
this  general  philosophy  of  money.  Prices  are  not  passive  things, 
borne  on  the  surface  of  the  waves  of  money  and  bank  credit,  like 
a  cork  on  the  surface  of  the  water.  Rather,  prices  are  active 
causes  in  the  process,  and,  to  the  extent  that  prices  and  bank 
credit  are  tied  together,  the  causation  is  as  likely  to  be  initiated 
by  the  prices  as  by  the  bank  credit.  In  the  case  in  question,  some- 
thing of  the  following  sort  seems  probable:  If  the  government 
holds  down  the  prices  of  the  things  it  buys,  it  will  spend  the  pro- 
ceeds of  its  loans  more  slowly,  and  borrow  less.  The  expansion 
of  bank  credit  is  thus  less  rapid  than  if  prices  were  uncontrolled. 
Further,  the  prices  the  government  pays  are  the  incomes  of  those 
to  whom  it  pays  them,  and  they  consequently  spend  less.  Those 
with  whom  they  deal  are  thus  able  to  pay  less  in  making  their 
purchases,  and  so  on  through  the  whole  chain  of  expenditures 
initiated  by  the  government,  or  by  the  people,  at  the  fixed  prices. 
With  copper  at  2S^  cents,  moreover,  the  bank  credit  required 
to  finance  the  movement  of  copper  is  less  than  would  be  the  case 
if  copper  were  at  80  cents.  And  so  with  wheat  and  flour  and  steel 
and  coal.  Further,  if  copper  be  cut  from  80  cents  to  28^  cents, 
the  prices  of  copper  stocks  will  be  cut  greatly,  as  they  have  been 
cut,  and  so  with  a  host  of  other  stocks.  Bank  loans  based  on 
stock  exchange  collateral  are  correspondingly  reduced.  Instead, 
therefore,  of  fearing  with  the  quantity  theorist  that  reducing 
some  prices  will  force  an  advance  in  others,  we  may  hold  that 
reducing  some  prices  will  tend  to  reduce  the  rest.  And  we  may 
expect  this  reduction  in  prices  to  reduce  the  volume  of  bank  loans 
and  deposits. 

Further  than  that:  holding  down  the  prices  of  necessities  will 
make  it  easier  to  put  through  effectively  the  campaign  of  thrift 
which  we  are  initiating.  There  are  tremendous  possibilities  here, 
if  we  can  make  the  people  understand  that  thrift  is  a  patriotic 
duty.  We  can  check  consumption  of  luxuries  both  by  denying 
cars,  coal,  etc.,  to  the  industries  that  produce  them,  and  by  alter- 
ing the  course  of  popular  expenditure  from  luxuries  to  Liberty 
Bonds  and  loan-stamp  books.  There  is  a  large  surplus  of  income, 
even  of  real  income,  in  the  hands  of  special  classes,  among  them 
large  groups  of  laborers  and  farmers ;  and  we  can  reach  this  by 
a  campaign  of  thrift.  Most  of  the  people  can  save  if  the  prices 
of  necessaries  are  kept  down.  If  we  can't  get  the  luxuries,  and 
if  our  necessaries  are  held  down,  we  can  lend  to  the  government 
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out  of  current  income,  instead  of  through  borrowings  at  the  bank. 
Most  of  our  luxurious  expenditure  is  a  matter  of  competitive 
display,  forced  upon  us  by  social  expectation.  We  should  be  able 
to  set  a  different  fashion  in  war  time. 

I  do  not  wish  to  be  understood  as  concluding  that  the  price- 
fixing  policy  is  free  from  dangers,  or  that  it  is  a  possible  permanent 
policy.  It  has  been  emphasized  that  the  success  of  the  policy 
depends  in  large  degree  on  the  play  of  non-economic  social  pres- 
sures which  only  war  conditions  can  evoke.  Moreover,  much  of 
its  success  depends  on  the  expectation  that  it  is  not  to  be  perma- 
nent. Further,  and  of  highest  importance,  its  success  is  condi- 
tioned by  the  degree  of  intelligence  and  honesty  which  the  gov- 
ernment can  bring  to  bear  in  substituting  conscious  control  and 
guidance  of  economic  processes  for  the  automatic  control  which 
free  prices  usually  exercise.  It  is  as  if  the  brain  were  undertaking 
to  supervise  the  flow  of  the  blood  and  the  beating  of  the  heart, 
instead  of  leaving  their  control  to  the  lower  nervous  centers. 
Blunders  or  scandals  may  easily  wreck  things.  The  cooperation 
of  the  ablest  and  most  upright  men  in  the  various  trades  is  vital. 
The  more  prices  the  government  undertakes  to  control,  the  greater 
the  difficulties  involved.  Few  of  the  practical  conclusions  of  this 
paper  would  .have  valid  application  to  ordinary  peace  conditions. 


SOME  CONTRIBUTIONS  OF  THE  WAR  TO  OUR  KNOWL- 
EDGE OF  MONEY  AND  PRICES  {Abstract) 

By  I&ving  Fisher 
Yale  Umversity 

The  war  is  a  crucible  in  which  economic  theories,  among  other 
things,  are  being  tested. 

The  evidence  is  by  no  means  all  in  as  yet,  but  such  as  is  now 
available  seems  to  point  to  the  following  conclusions : 

1.  The  bullionist  theory  (that  the  value  of  paper  money  and 
bank  credit  is  dependent  on  the  value  of  the  bullion  in  which  it 
is  redeemed  and  can  never  rise  above  that  value  any  more  than 
water  can  rise  above  its  source)  is  incorrect.  In  May,  1916,  the 
English  paper  pound  was  worth  more  in  France  than  the  gold 
poimd.  In  Sweden,  since  the  virtual  cessation  of  the  free  coinage 
of  gold  at  the  end  of  1916,  there  has  been  a  premium  on  paper. 

2.  The  war  will  help  to  a  realization  of  the  fact  that  there 
may  be  inflation  even  when  there  is  no  stoppage  in  specie  pay- 
ments, and  that  inflation  is  to  be  measured  by  index  numbers  of 
commodity  prices  rather  than  by  the  premium  on  gold.  This  will 
be  as  great  a  step  forward  as  was  the  realization  which  followed 
the  Napoleonic  wars  and  the  famous  English  Bullion  Report  that 
the  premium  on  gold  did  represent  depreciation  of  paper.  In 
short,  while  the  Napoleonic  wars  led  people  to  measure  paper 
money  in  terms  of  gold,  the  present  great  war  will  lead  people  to 
measure  both  paper  and  gold  in  terms  of  commodities.  The  latter 
measurement  is  now  possible  by  means  of  index  numbers.  These 
have  already  convinced  most  students  that  gold  has  depreciated 
in  the  United  States. 

8.  The  war  will  demonstrate  the  close  connections  between  gov- 
ernment loans  and  inflation  of  paper  and  deposits. 

4.  It  will  show  that  inflation,  even  when  not  strictly  monetary 
inflation  but  mere  credit  inflation,  will  raise  prices. 

5.  In  the  absence  of  complete  data  to  aiFord  a  quantitative 
measurement,  we  may  make  a  qualitative  comparison  between  the 
different  countries.  We  find  that,  almost  without  exception,  the 
more  the  issue  of  government  loans  the  more  the  increase  of  paper 
money  and  deposit  currency,  and  that  the  greater  these  issues 
the  greater  the  rise  in  prices  (both  wholesale  and  retail),  as  well 
as  the  greater  the  fall  of  the  monetary  unit  in  international  ex- 
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change.  The  following  is  substantially  the  order  of  the  various 
countries  in  respect  to  all  of  these  conditions,  the  first  in  the  list 
having  the  least  inflation  and  the  last  the  greatest:  United  States, 
Sweden,  Switzerland,  Denmark,  Italy,  England,  Norway,  Frflmce, 
Grermany,  Austria,  Russia. 

Professor  Cassell  of  Sweden  has  shown  that  the  relative  changes 
in  the  price  levels  of  some  countries,  where  measurement  is  possible, 
have  varied  in  proportion  to  the  quantities  of  money. 

6.  The  question — if  it  be  a  question — ^whether  a  rise  of  prices 
is  the  cause  or  effect  of  an  increased  quantity  of  money  is  on  the 
road  to  inductive  settlement.  We  find  that  with  the  great  and 
sudden  changes  in  quantity  of  money  there  have  been  correspond- 
ing changes  in  the  price  level  and  that  the  latter  have  followed 
the  former.  The  "lag"  in  England,  as  shown  by  Nicholson  in  the 
Journal  of  the  Royal  Statistical  Society^  has  been  apparently 
about  three  months.  The  diagram  which  I  gave  in  the  December 
issue  of  the  Ame&ican  Economic  Review  shows  a  lag  in  this 
country  of  less  than  two  months. 

7.  This  war  will  probably  be  looked  back  to  as  one  in  which 
Vast  issues  of  bonds  to  the  general  public,  far  beyond  the  capacity 
of  the  public  to  absorb  them  out  of  savings,  have  had  the  effect, 
through  raising  the  cost  of  living,  of  abstracting  from  those  with 
"fixed"  incomes  a  large  fraction  thereof.  This  is  a  form  of  "social 
injustice,"  the  significance  of  which  is  that  if  we  cannot  levy  suffi- 
cient taxes  to  really  pay  for  the  war  the  residue  will  be  taken 
from  those  with  fixed  incomes  in  the  disguised  form  of  the  high 
cost  of  living.  This  high  cost  of  living  is  taking  from  the  savings- 
bank  depositor  several  times  the  interest  iie  is  supposed  to  receive 
and  the  same  is  true  of  the  bondholder,  including  the  holders  of 
government  bonds.  Possibly  this  disguised  tax  may  amount  to 
several  hundred  per  cent  of  the  income  from  bonds  and  of  the  total 
income  of  those  whose  income  is  in  bonds  only,  as  for  instance  the 
beneficiaries  of  trust  fund^ 


MONEY  AND  PRICES— DISCUSSION 

E.  W.  Kemmxreb. — ^The  field  covered  by  the  papers  of  Professors 
Fisher  and  Anderson  is  such  a  wide  one  that  I  feel  constrained  by  the 
ten  minutes  allotted  to  me  in  the  discussion  to  limit  my  remarks  to  two 
points  only.  One  of  the  two  is  a  development  of  Professor  Fisher's 
third  point  concerning  the  war's  evidence  on  the  doctrines  of  the  bul- 
lionist  or  metallist  school;  and  the  other  is  a  brief  comment  on  the 
concluding  remarks,  concerning  the  quantity  theory  of  money,  in  Pro- 
fessor Anderson's  paper. 

How  even  before  the  war  the  buUionist  doctrine  of  the  value  of 
money  could  survive  in  responsible  quarters,  in  the  light  of  recent 
monetary  experiences  of  such  countries  as  India,  Austria,  the  Strait 
Settlements,  Porto  Rico,  and  the  Philippines,  is  difficult  for  me  to 
understand.  On  this  subject  the  experiences  of  the  war  period  are 
particularly  illuminating. 

A  superficial  statement  of  the  relation  between  the  value  of  standard 
money,  under  a  system  of  free  coinage,  and  the  value  of  its  bullion 
content,  a  statement  to  which  both  believers  in  the  quantity  theory 
and  believers  in  the  bullionist  theory  would  probably  agree,  is  as 
follows. 

Under  normal  conditions  the  value  of  standard  money  conforms 
closely  to  the  value  of  its  bullion  content.  A  gold  dollar  has  a  value 
almost  exactly  equivalent  to  the  value  as  bullion  of  28.22  grains 
of  pure  gold  in  the  financial  centers.  If  28.22  grains  of  pure  gold  in 
the  United  States  are  for  any  reason  worth  more  as  money  than  as 
bullion,  more  gold  is  brought  to  the  mints,  the  supply  of  gold  coin  and 
gold  certificates  in  circulation  is  increased,  and  the  value  of  the  dollar 
tends  to  decline  to  its  bullion  par.  If,  on  the  other  hand,  28.22  grains 
of  gold  are  worth  more  as  bullion  than  as  money,  the  flow  of  gold  to 
the  mint  declines,  some  gold  coin  may  be  melted  and  exported,  or  ex- 
ported as  money,  the  relative  supply  of  money  declines,  and  the  value 
of  the  gold  coin  rises  to  its  bullion  par. 

In  explaining  these  facts  the  bullionist  theorist  says  that  the  value 
of  the  gold  money — and  therefore  of  dependent  forms  of  money — is 
determined  by  the  bullion  value  of  gold  coins.  The  quantity  theorist, 
on  the  other  hand,  says  that  the  value  of  money  is  determined  by  the 
demand  for  money  relative  to  the  supply  of  money,  and  that  the  bullion 
value  of  gold  coin  and  the  money  value  normally  conform  only  because 
free  coinage  and  the  comparatively  free  movement  of  gold  into  and  out 
of  the  country  bring  about  an  adjustment  of  the  relative  supply  of  money 
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to  the  bullion  valne  level.  He  maintains  that  the  law  of  demand  and 
supply  in  its  application  to  money  itself  is  the  fundamental  things  the 
value  of  money's  constituent  metal  being  secondary.  Briefly  stated^ 
the  quantity  theorist  places  the  emphasis  upon  the  supply  and  de- 
mand for  money,  the  bullionist  theorist  upon  the  supply  and  demand 
for  gold.  Under  normal  conditions  both  explanations  seem  to  conform 
to  the  facts. 

The  war,  however,  has  created  abnormal  conditions  in  many  coun- 
tries. It  has  dissociated  the  fluctuations  in  the  bullion  value  of  the 
standard  money  from  the  inverse  fluctuations  in  the  supply  of  stand- 
ard money.  The  United  States,  England,  Japan,  Germany,  Mexico, 
and  numerous  other  countries  have  placed  embargoes  upon  the  expor- 
tation of  gold,  while  Sweden,  and,  I  believe,  some  of  the  other  Scandi- 
navian countries,  have  placed  restrictions  on  the  importation  of  gold. 
There  is  no  longer  a  ready  flow  of  gold  from  country  to  country.  No 
longer  does  the  supply  of  money  respond  fully  to  changes  in  value  of 
gold  bullion.    Money  supply  and  bullion  value  of  money  are  divorced. 

Within  each  of  the  belligerent  countries,  moreover,  and  some  of  the 
neutrals,  the  government  has  made  strenuous  efforts  to  impound  in  its 
central  bank  vaults  or  in  government  treasuries  all  the  available  gold. 
It  is  bad  form,  unpatriotic,  and  in  some  places  closely  akin  to  treason 
for  an  individual  to  have  gold  coin  in  his  possession.  In  most  belliger- 
ent countries  today  the  gold  standard  is  a  myth. 

Now  that  changes  in  demand  and  supply  in  the  case  of  money  in 
many  countries  no  longer  accompany  changes  in  the  bullion  value,  the 
question  presents  itself:  Which  of  these  two  forces  appears  to  con- 
trol the  value  of  the  monetary  unit?  The  war  is  giving  no  uncertain 
answer  to  this  question.  Look  today  at  the  Scandinavian  countries 
and  at  Spain.  The  Swedish  unit  of  value,  the  gold  crown,  contains 
6.22  grains  of  pure  gold,  and  is  therefore  the  gold  equivalent  of  26.8 
cents  United  States  money.  Sweden  produces  practically  no  gold  and 
there  is  little  or  no  unfabricated  gold  in  Sweden.  At  today's  quota- 
tion (December  20)  the  value  of  the  Swedish  crown  in  terms  of  United 
States  gold  as  measured  by  Stockholm  exchange  rates  is  33.25  cents, 
representing  a  premium  of  24  per  cent  above  its  value  as  gold  bullion. 
Computed  in  the  same  manner,  the  Danish  crown  was  at  a  premium  of 
17^  per  cent,  and  the  Spanish  peseta  at  a  premium  of  12^  per  cent 
The  flow  of  gold  into  these  countries  being  restricted,  the  money  sup- 
ply has  not  increased  in  its  due  proportion  in  response  to  the  deprecia- 
tion in  the  value  of  gold  in  outside  markets.  The  result  is  that  the 
money  of  these  countries  possesses  a  scarcity  or  monopoly  value.    It 
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ifl  clearly  demand  and  supply  that  rules  here^  not  bullion  value.  In  the 
words  of  Ricardo's  famous  dictum^  there  can  be  no  depreciation  except 
from  excess. 

One  of  the  most  striking  illustrations  of  this  principle  that  can  be 
found  in  monetary  history  has  existed  for  some  months  in  Mexico. 
That  country  today  is  unique  in  the  fact  that  it  is  a  country  whose 
media  of  exchange  are  exclusively  metallic  money.  Practically  all  the 
banks  are  closed.  The  few  that  are  open  are  confining  their  business 
practically  to  dealing  in  demand  and  cable  exchange  with  foreign  coun- 
tries. One  can  neither  deposit  money  in  Mexican  banks  today  nor 
withdraw  money  that  he  has  deposited  there  in  the  past.  There  are 
no  bank  notes  in  active  circulation  and  no  checks.  The  Mexican  mint 
at  present  will  coin  all  gold  brought  to  it^  making  only  a  brassage 
charge  of  one-half  of  1  per  cent.  The  unit  of  value  is  75  centigrams 
of  pure  gold,  which  is  equivalent  to  49.85  cents  of  United  States  gold 
coin.  Adding  the  brassage  charge  of  one-half  of  1  per  cent  would 
make  the  cost  of  the  gold  peso  equivalent  to  that  of  50.1  cents  of 
United  States  gold  money.  On  September  20  of  this  year  a  gold  peso 
in  Mexico  City  would  buy  55.87  cents  of  United  States  money  in  the 
form  of  a  demand  draft  on  New  York  City  or  in  the  form  of  United 
States  paper  money  (including  gold  certificates).  Here  was  a  pre- 
mium of  11.8  per  cent  for  Mexican  gold  money  over  United  States 
money  which  represented  gold  in  New  York.  It  was  accounted  for 
by  the  relative  scarcity  of  money  in  Mexico  as  compared  with  the 
United  States.  The  supply  of  gold  money  in  Mexico  could  not  in- 
crease under  the  lure  of  this  premium  because  of  the  gold  embargo 
and  other  obstacles  to  its  flow  from  the  United  States  to  Mexico  City, 
and  because  of  the  comparatively  low  production  of  gold  in  Mexico 
at  the  present  time.  The  supply  of  silver  coin  could  not  be  increased 
because  the  high  price  of  silver  made  its  purchase  for  coinage  pro- 
hibitive. Hence  a  scarcity  value  of  money  in  Mexico,  representing  ap- 
proximately 12  per  cent  premium  over  the  bullion  value  of  gold  coins. 
Gold  coins  were  everywhere  circulating  at  this  high  money  value. 

During  a  brief  period  in  which  the  mint  was  closed  to  the  coinag^e  of 
gold,  the  local  price  of  gold  fell. 

Just  as  the  scarcity  value  of  gold  coin  in  Mexico  exemplified  Ri- 
cardo'i  dictum  that  there  can  be  no  depreciation  except  from  excess, 
so  did  the  high  bullion  value  of  silver  coins  exemplify  the  obverse  of 
this  dictum;  namely,  that  there  can  be  no  appreciation  except  from 
redundancy.  During  the  last  ten  days  of  September  in  Mexico  there 
circulated  freely  throughout  the  Republic,  at  par  with  Mexican  gold 
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coins^  silver  half  pesos,  and  fractional  silver  coins  of  lower  denomina- 
tions. The  principal  silver  coin  in  Mexico  then,  as  now>  was  the 
tostone  or  half  peso.  On  September  20  two  tostones  in  Mexico  circn- 
lated  everywhere  as  the  equivalent  of  one  gold  peso,  but  the  silver  thej 
contained  was  worth  in  the  New  York  silver  market  70  cents  of  United 
States  money.  Here  then  was  a  situation  in  which  gold  coins  contain- 
ing approximately  50  cents'  worth  of  gold  circulated  as  the  equivalent 
of  55.87  cents,  because  of  scarcity,  while  silver  coins  containing  70 
cents'  worth  of  silver  circulated  peso  for  peso  as  the  equivalent  of  these 
gold  coins,  or  at  a  value  of  about  20  per  cent  below  their  bullion  value. 
Just  as  the  gold  coins  could  not  depreciate  to  their  bullion  value  be- 
cause they  were  so  scarce,  so  the  silver  coins  could  not  appreciate  to 
their  bullion  value  because  they  were  so  plentiful.  Their  melting  down 
or  exportation  was  prohibited  under  heavy  penalties.  The  supply  could 
not  be  reduced  and  so  they  circulated  then  as  they  do  now  at  the  value 
determined  by  demand  and  supply,  with  little  or  no  regard  to  the  value 
of  their  bullion  content.  A  similar  situation  existed  in  the  Philippines 
and  in  Japan  in  September,  1917-  No  depreciation  except  from  rela- 
tive excess.  No  appreciation  except  from  relative  scarcity.  These  are 
two  fundamental  laws  of  monetary  science  and  the  experiences  of  this 
war  are  writing  them  in  capital  letters. 

The  second  point  I  wish  to  discuss  concerns  Professor  Anderson's 
closing  remarks  on  the  quantity  theory.  My  time  will  permit  but  a 
brief  comment  on  this  subject.  At  another  time  I  hope  to  discuss 
Professor  Anderson's  views  on  the  quantity  theory,  as  expressed  here 
and  elsewhere,  more  fully. 

I  see  no  inconsistency  between  Professor  Anderson's  opinion  as  to 
the  effectiveness  of  the  government's  efforts  to  fix  the  prices  of  certain 
articles  of  war  necessity,  and  the  quantity  theory  of  money;  nor  do 
I  agree  with  Professor  Fisher's  assertion  that  the  quantity  theory  neces- 
sarily requires  that  if  some  prices  are  fixed  below  what  they  would  nor- 
mally be,  others  must  rise  above  the  normal  level  to  take  up  the  slack, 
as  it  were.  That  may  or  may  not  take  place.  The  quantity  theory 
equation  contains  other  factors  besides  those  of  money  and  credit.  It 
contains  factors  for  the  rate  of  monetary  turnover,  the  rate  of  deposit 
turnover,  and  for  the  number  of  transactions  to  be  effected ;  and  it  in- 
volves assumptions  concerning  the  changing  states  of  business  confi- 
dence and  of  banking  organization.  Like  any  other  natural  law,  it 
merely  declares  what  will  happen  under  given  conditions.  The  gov- 
ernment's attempts  at  price-fixing  are  only  one  part  of  a  new  economic 
complex  created  by  the  war,  which  affects  every  factor  in  the  price 
equation. 
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Briefly  summarizing^  I  believe  that  the  general  tendencies  are  some- 
thing as  follows:  With  the  outbreak  of  the  war  the  government  is 
confronted  with  a  certain  level  of  prices  and  wages ;  with  the  necessity 
of  securing  a  maximum  quantity  of  certain  supplies ;  and  with  a  credit 
system  based  upon  a  certain  average  percentage  of  cash  reserves. 
Confronted  with  this  situation  the  government  issues  orders  for  the 
maximum  production  of  certain  commodities^  munitions^  ships^  military 
clothings  etc.;  and^  in  order  to  pay  for  the  new  supplies^  the  govern- 
ment takes  measures  which  result  in  the  rapid  expansion  of  credit. 
Legal  reserve  requirements  of  banks  are  reduced  in  terms  of  percent- 
ages^ and  the  federal  reserve  law  is  so  changed  that  legal  reserves  are 
to  consist  only  of  deposits  in  federal  reserve  banks,  against  which  de- 
posits the  federal  reserve  banks  are  required  to  keep  only  a  moderate 
reserve.  Gold  is  impounded  and  federal  reserve  notes  with  a  legal 
reserve  of  40  per  cent  are  substituted  in  large  quantities  in  circulation 
for  gold  certificates  carrying  a  reserve  of  100  per  cent.  Various  de- 
vices are  utilized  to  lessen  friction,  and  increase  the  effectiveness  of 
our  banking  machinery — devices  such  as  the  new  collection  and  clear- 
ing system  of  our  federal  reserve  banks,  the  gold  settlement  fund  at 
Washington,  and  the  federal  reserve  agents'  settlement  fund.  All  this 
gain  in  the  efficiency  of  money  and  credit,  which  is  equviralent  to  an 
increase  in  the  supply,  the  government  attempts  to  take  to  itself  in 
order  to  provide  funds  for  meeting  war  expenses.  This  extension  of 
credit,  and  this  increase  in  the  efficiency  of  money  and  of  credit,  are 
applied  to  the  new  demand  for  war  supplies  and  rapidly  push  up 
prices.  In  a  degree  the  government  seems  to  be  trying  to  lift  itself< 
by  its  own  boot  straps.  Then  comes  the  call  for  government  regula- 
tion of  prices,  accompanied  by  patriotic  appeals  to  the  public  to  econ- 
omize in  every  possible  way,  and  above  all  to  refrain  from  using  more 
articles  of  war  necessity  than  are  absolutely  necessary — articles  such 
as  copper,  iron,  wheat,  meat,  etc.  The  patriotism  of  the  public  is  ap- 
pealed to  in  the  strongest  possible  way  to  refrain  from  extravagance  in 
consumption,  and  to  postpone  until  after  the  war  all  new  building  and 
all  extension  of  capital  equipment  not  required  for  the  prosecution  of 
the  war.  The  government's  borrowing,  accompanied  by  the  heavy 
destruction  of  capital,  forces  up  the  interest  rate,  and  a  high  and 
rising  interest  rate  supplements  the  above  patriotic  appeal  in  dis- 
couraging capital  extensions  for  non-military  enterprises.  To  an  ever- 
increasing  degree  the  government  becomes  the  buyer  of  the  nation's 
products,  and  private  industry  to  meet  private  needs  drops  into  the 
background.     The  government,  however,  in  important  lines,  such  as 
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shipbuildings  production  of  munitions^  etc.^  is  whipping  up  the  pace  to 
the  maximum.  The  number  of  transactions  on  government  account 
increases  enormously^  the  number  on  private  account  declines^  the  rate 
of  monetary  and  deposit  turnover  for  government  business  likewise 
increases.  Those  in  many  lines  of  private  enterprise  decline.  Specu- 
lative dealings  on  the  produce  and  stock  exchanges^  which  normally 
absorb  a  large  percentage  of  our  credit  media  of  exchange^  fall  off. 
What  is  the  net  result  of  such  forces  upon  such  items  in  the  price 
equation  as  the  average  rate  of  monetary  turnover^  the  average  rate  of 
deposit  turnover^  the  amount  of  goods  being  bought  and  sold^  etc.? 
Questions  like  these  are  fundamental  and  need  to  be  answered  in  in- 
terpreting the  quantity  theory  in  the  light  of  war  conditions.  These 
questions  Professor  Anderson  ignores  in  his  paper.  In  fact  in  that 
part  of  the  paper  in  which  he  deals  with  the  quantity  theory  he  speaks 
largely  obiter. 

Duncan  A.  Mac  Gibbon. — ^With  regard  to  Dr.  Anderson's  state- 
ment that  price-fixing  has  proved  a  success  with  regard  to  flour,  I  do 
not  think  that  could  be  said  of  the  Canadian  situation.  Price-fixing 
may  have  one  or  several  objects  in  view.  It  may  be  to  eliminate 
profiteerings  to  keep  down  the  high  cost  of  living,  or  in  certain  cases 
to  fix  prices  at  which  goods  shall  be  purchased  for  the  state.  Now 
in  the  case  of  the  Canadian  flour  situation,  an  examination  of  the 
trading  accounts  and  balance  sheets  of  the  leading  flour  manufacturers 
does  not  suggest  that  price-fixing  has  been  at  all  successful  in  curtail- 
ing large  profits.  Depreciation  accounts  have  been  exceedingly  well 
cared  for  and  profits  themselves  have  been  quite  on  the  increase.  With 
respect  to  the  high  cost  of  living,  the  index  number  of  the  Department 
of  Labor  does  not  show  any  significant  decrease.  Moreover,  it  is 
competently  reported  that  the  margin  on  flour  allowed  by  the  food 
controller  to  the  millers  is  larger  than  they  ordinarily,  without  price- 
fixing,  expect  to  achieve.  The  food  controller  allows  a  net  profit  of 
twenty-five  cents  on  the  barrel;  the  millers  considered  themselves 
happy  in  the  case  of  flour  if  they  were  able  to  break  even,  relying 
upon  the  by-products  for  their  profits.  Under  these  circumstances 
one  can  scarcely  hail  price-fixing  in  the  matter  of  flour  as  a  striking 
success  in  Canada. 

Huoo  BiLORAM. — I  am  one  of  those  who  dispute  the  volume  theory 
of  the  value  of  money,  considering  the  commodity  theory  as  the  only 
tenable  one. 
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Advocates  of  the  latter  theory  do  not  deny  that  importation  of  gold 
tends  to  reduce  its  value^  or  to  raise  the  price  levels  and  this  can  fully 
account  for  the  similarity  of  the  curves  of  price  level  and  volume  of 
money. 

The  volume  theorists  speak  of  a  money  unit.  To  me  such  a  unit  is 
inconceivable^  and  I  shall  try  to  explain  wherein  my  difficulty  consists. 

In  my  hand  I  hold  a  piece  of  metal.  This  piece  possesses  weighty 
independent  of  whether  we  have  or  have  not  adopted  a  unit  in  terms  of 
which  to  express  weight.  For  this  reason  this  piece  of  metal  might 
have  been  adopted  as  our  unit  of  weighty  our  pound. 

Now  I  hold  in  my  hand  a  rod  of  iron.  It  has  lengthy  independent 
of  the  fact  that  we  have  already  adopted  a  unit  of  length  and  can 
express  the  length  of  this  rod  in  terms  of  feet.  If  a  unit  of  length 
had  not  already  been  adopted^  this  rod  might  have  been  chosen  as  our 
unit  of  lengthy  our  foot. 

A  nugget  of  gold  possesses  value^  or  purchasing  power^  whether  or 
not  we  have  adopted  a  unit  of  value.  A  gold  nugget  of  given  weight 
can  therefore  serve  as  a  value  unit^  as  a  dollar. 

When  it  comes  to  legal  tender  notes^  the  case  is  radically  different. 
A  note,  though  legal  tender  for  all  debts,  unless  its  value  is  stated  in 
terms  of  some  value  unit,  say  dollars,  cannot  have  any  value.  A  legal 
tender  note  cannot  be  used  as  a  measure  of  value,  because  its  value 
must  first  be  stated  in  terms  of  some  unit  and  it  must  be  redeemable 
at  the  stated  rate.  I  cannot  therefore  conceive  what  can  possibly  be 
meant  by  a  money  unit.  It  would  be  more  reasonable  to  speak  of  a 
ton  as  a  coal  unit,  or  of  a  yard  as  a  dry-goods  unit,  for  coal  and  dry 
goods  possess  weight  and  length,  while  legal  tender  money,  unless  its 
value  is  first  stated  in  terms  of  dollars,  can  have  no  value. 

The  volume  theory  of  money,  it  seems  to  me,  is  based  on  the  notion 
that  money  can  have  value  independent  of  the  previous  adoption  of  a 
value  unit,  and  it  is  therefore  to  my  conception  an  incomprehensible 
idea.    This  leaves  me  no  choice  but  to  accept  the  commodity  theory. 

The  experience  of  Professor  Kemmerer  can,  I  think,  be  explained 
without  militating  against  the  commodity  theory.  Mexico  has  adopted 
the  silver  standard,  and,  if  gold  be  coined  into  legal  tender  pieces,  it 
is  not  unlikely  that  those  gold  coins  bear  the  same  relation  to  the 
Mexican  standard  silver  coin  as  our  silver  dollars  bear  to  our  gold 
standard  money.  Just  as  our  silver  dollars  can  buy  more  silver  than 
their  own  weight,  so  would  the  Mexican  gold  coins  buy  more  gold  than 
their  weight.    And  the  isolated  cases  mentioned  by  Professor  Fisher, 
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which  he  thinks  refute  the  commodity  theory^  can  no  doubt  be  ex- 
plained consistently  with  that  theory. 

4. 

L.  D.  H.  Weld. — The  discussion  of  price  control  and  the  quantity 
theory  of  money  have  been  interesting  and  instructive^  but  except  for 
the  remarks  of  Professor  Davenport^  one  would  hardly  realise  from 
what  has  been  said  that  the  country  is  at  war,  and  that  it  faces  im- 
mediate problems  of  tremendous  economic  significance  and  importance. 
It  is  3vell  that  we  should  appoint  a  committee  to  report  on  the  purchas- 
ing power  of  money  a  few  months  hence ;  but  honir  much  better  it  would 
be  if  we  could  appoint  a  committee  to  report  within  thirty  days  in 
Washington,  and  give  some  sound  and  practical  advice  to  the  Food 
Administration  on  the  subject  of  price  control. 

I  am  chagrined  that  no  economists  have  been  called  in  to  advise  the 
Food  Administration.  Mr.  Hoover  is  reported  to  have  said  at  one  time 
that  he  would  not  be  influenced  by  the  theories  of  professors,  but  that 
he  was  going  to  deal  with  the  situation  in  a  practical  manner.  It  is 
a  serious  reflection  on  the  economist  to  be  passed  over  when  the  gov- 
ernment is  undertaking  such  an  important  and  radical  policy  as  the 
regulation  of  prices. 

From  the  first,  the  government  has  not  realized  sufficiently  the  func- 
tion that  it  must  assume  by  taking  away  the  speculative  and  price- 
making  functions  of  merchants.  Through  speculative  competition,  the 
market  price  becomes  adjusted  so  that  the  supply  of  a  commodity  is 
automatically  distributed  geographically,  so  that  each  section  of  the 
country,  each  city,  and  each  store  gets  the  supply  that  it  requires.  It 
also  automatically  distributes  the  available  supply  over  a  period  of 
time,  so  that  it  lasts  until  a  new  supply  can  be  obtained. 

If  the  government  deprives  merchants  of  performing  these  two 
important  functions,  the  government  itself  becomes  responsible.  In 
other  words,  the  government  must  parcel  the  supply  out  to  each  com- 
munity in  accordance  to  its  needs,  and  it  must  regulate  the  outflow 
from  week  to  week,  so  that  the  supply  will  last  until  the  next  crops 
are  available.  To  require  merchants  to  sell  on  the  basis  of  cost  price, 
rather  than  replacement  price,  has  the  same  effect  in  this  respect  as 
actual  price  fixation,  though  in  a  lesser  degree. 

That  the  government  has  not  parceled  out  the  sugar  and  coal  supply 
according  to  the  needs  of  different  sections  of  the  country  is  obvious. 
This  perhaps  might  be  overlooked ;  but  I  shall  not  consider  price  con- 
trol a  success  until  I  find  out  whether  the  present  supplies  of  wheat 
and  other  commodities  last  until  the  next  harvests.    Whether  or  not 
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price  control  is  justifiable^  the  fact  remains  that  the  government  did 
not  sufficiently  realise  that  it  was  becoming  responsible  for  the  per- 
formance of  these  functions. 

The  trouble  with  economists  is  that  they  do  not  get  near  enough 
to  present-day^  practical  problems.  After  the  war^  they  may  be  able 
to  tdlj  in  an  uninteresting  way,  why  price  control  was  a  success  or  a 
failure;  but  they  are  powerless  and  lacking  in  sufficient  influence  to 
help  solve  such  a  problem  when  it  is  forced  upon  the  country. 

I  am  not  denouncing  theoretical  economies  by  any  means ;  I  merely 
appeal  for  a  linking  up  of  theory  with  practical  every-day  problems. 
This  calls  for  more  contact  with  business  machinery  and  business  men. 
I  believe,  for  example,  that  more  valuable  contributions  can  be  made 
to  the  theory  of  market  price  by  getting  out  into  the  markets  with  a 
market  reporter  than  by  cogitation  in  a  closet.  Let  us  try  to  get  away 
from  the  reputation  of  being  "theoretical"  and  develop  a  reputation 
for  being  able  to  put  our  theories  to  some  practical  use. 

Rejoinder  by  B.  M.  Anderson,  Jr. — ^The  quantity  theory  plays  a 
minor  part  in  the  paper  I  read,  and  for  the  justification  of  the  views 
there  advanced  I  would  refer  to  the  fuller  discussion  in  my  book.  The 
Value  of  Money,  the  chapter  on  "The  Passiveness  of  Prices."  In  the 
interesting  facts  presented  by  Professors  Fisher  and  Kemmerer  re- 
garding Sweden  and  Mexico  I  find  nothing  novel  in  principle.  I 
should  agree  with  them  that  the  strict  commodity  or  bullionist  theory 
of  money,  which  explains  the  value  of  money  solely  by  its  buUion 
content,  or  by  its  prospect  of  redemption  in  bullion,  cannot  explain 
these  cases.  But  I  do  not  think  that  the  quantity  theory  explains 
them  either.  Similar  cases  are  discussed  at  length  in  my  book,  chap- 
ters VII  and  XXII,  and  I  content  myself  with  referring  to  these 
chapters.  It  is  easy  to  find  exceptions  to  Professor  Kemmerer's  dic- 
tum, "No  depreciation  except  from  excess."  One  striking  case  is  that 
of  the  demand  notes  and  state  bank  notes  early  in  1862,  when  gold 
left  the  country  under  Gresham's  law,  leaving  a  monetary  vacuum, 
accompanied  by  rising  prices  and  a  gold  premium  on  the  paper  money. 

Professor  Fisher's  statistics  call  for  several  comments.  First,  he 
has  taken  account  of  only  a  small  part  of  the  prices.  If  stock  and 
bond  prices,  and  real  estate  prices,  be  included,  weighted  by  the  num- 
ber of  exchanges  that  occur  in  them,  the  price  level  has  fallen  heavily 
since  June  last.  Wholesale  prices  are  only  a  minor  element  in  the 
price  level  of  "the  equation  of  exchange."  City  real  estate  in  Boston, 
New  York,  St.  Louis,  and  Chicago,  and  in  various  smaller  places,  has 
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fallen  heavily  in  price  in  the  last  three  years.  Farm  lands^  despite 
the  great  increase  in  prices  of  farm  products^  show  no  rise,  or  mod- 
erate rises.  Stocks  and  bonds  have  been  cut  drastically.  I  see  no 
rise  in  the  "general  price  level."  Rather,  I  see  a  great  rise  in  the 
values  and  prices  of  articles  used  for  war,  and  other  goods  for  im- 
mediate consumption  currently  produced  by  labor,  with  a  great  rise 
in  labor  itself;  and,  on  the  other  hand,  a  great  fall  in  long-time  in- 
come bearers,  as  men  and  governments  sacrifice  everything  available  in 
the  future  to  get  hold  of  the  absolutely  essential  present .  goods. 
Where  goods  for  local  consumption  have  not  decreased  in  quantity, 
their  prices  show  no  rise.  Coffee  has  fallen.  House  rents,  taking 
the  country  over,  have  risen  little  if  at  all.  The  gold  dollar  seems  to 
me  not  to  have  changed  much  in  value.  I  think  it  has  proved  an  ac- 
curate yardstick,  correctly  registering  a  rise  in  present  commodities 
and  a  fall  in  long-time  income  bearers.  There  seems  to  me  to  be  a 
vital  difference  between  depreciated  paper  money  in  Continental  Eu- 
rope, no  longer  convertible  into  gold,  and  the  gold  dollar  itself.  Ris- 
ing commodity  prices,  falling  prices  of  lands,  stocks  and  bonds,  and 
a  rising  long-time  interest  rate,  are  all  phases  of  one  general  move- 
ment in  the  value  and  price  system. 

Second,  it  will  be  noticed  that  prices  have  risen  faster  in  the  coun- 
tries which  have  been  losing  their  gold  than  in  the  United  States,  to 
which  gold  has  come.  The  main  cause  is  with  goods,  not  with  gold. 
Professor  Fisher's  figures  for  the  United  States  run  in  terms  of  money 
and  prices ;  his  figures  for  England  run  in  terms  of  treasury  bills  and 
prices.  They  are  not  comparable,  and  do  not  prove  the  same  thing. 
If  bank  expansion  be  compared  with  prices  in  the  United  States,  it 
will  appear  that  the  period  since  we  have  entered  the  war,  when  bank 
expansion,  under  the  influence  of  treasury  bills  and  Liberty  Loans, 
has  moved  most  rapidly,  has  been  also  the  period  of  slowly  rising 
commodity  prices.  Dun's  index  number  for  December  shows  a  slight 
decline.  The  great  rise  in  Dun's  index  number  is  from  January  to 
June,  when  there  was  a  rise  of  forty-three  points.  From  June  to  De- 
cember, when  the  great  expansion  of  bank  credit  came,  the  rise  in 
Dun's  index  number  is  only  eight  points,  and  along  with  this  has  come 
the  dramatic  fall  in  stocks  and  bonds,  and  something  approaching 
panic  in  the  city  real  estate  in  New  York  and  Boston.  The  very 
crest  of  the  Annalist  index  number  was  reached  in  May.  The  high 
coefficient  of  correlation  which  Professor  Fisher  finds  between  money 
and  prices  in  the  United  States  is  due,  I  should  suppose,  to  the  "com- 
mon element  of  growth"  in  both.    If  the  method  of  "percentage  devi- 
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ation"  be  used^  no  such  coefficient  could  be  found.  Professor  W.  M. 
Persons  informs  me  that^  taking  a  series  of  years^  he  finds  a  substan- 
tial coefficient  of  correlation  between  money  and  prices  when  prices 
change  first;  but  if  a  lag  is  allowed  for  prices^  money  changes  being 
allowed  to  come  firsts  he  finds  either  no  correlation^  or  a  negative  cor- 
relation. 

I  agree  with  Professor  Davenport  that  some  form  of  rationing  will 
probably  prove  necessary  as  part  of  the  price-fixing  policy.  I  meant 
to  indicate  that  in  my  main  paper.  To  a  large  extent^  it  has  already 
been  introduced^  and  it  will  probably  have  to  go  much  farther. 

Rejoinder  by  Irving  Fisher. — Professor  Anderson's  criticism  does 
not;  it  seems  to  me^  materially  affect  the  arg^ument  I  made. 

The  high  coefficient  of  correlation^  which  I  said  I  believed  would  be 
found;  did  refer  to  the  method  of  "percentage  deviation."  I  stated 
this  on  the  basis  of  a  careful  inspection  of  the  figures,  but  not  on  the 
basis  of  any  actual  calculation  as  yet. 

Statistics  of  wholesale  prices  are,  I  believe,  the  most  significant 
statistics  which  can  be  used  for  the  purpose  in  hand;  because  (1) 
they  are  more  accurate  than  any  other  price  statistics;  (2)'  they  are 
widely  representative,  e.g.,  of  a  great  number  of  other  prices,  retail 
prices,  producers'  prices,  jobbers'  prices,  etc.,  and  even  wages;  (8) 
they  are  the  most  sensitive  to  any  influences  tending  to  produce  price 
changes  and  so  afford  a  good  measure  and  test  of  such  influences. 

In  any  index  number  ideally  calculated  for  the  "equation  of  ex- 
change," real  estate  would  be  a  negligible  factor;  so  would  bonds,  and 
I  doubt  if  even  stocks  have  anything  like  the  importance  attributed  to 
them  by  Professor  Anderson.  His  studies  in  these  directions  are  in- 
teresting and  helpful,  but  not  conclusive. 

I  have  inspected  the  course  of  prices  in  stocks  and  see  no  reason  to 
believe  that,  if  included,  they  would  destroy  the  correlation  found, 
even  if  given  far  more  weight  in  the  average  than  their  comparatively 
slight  importance  (in  my  opinion)  requires. 

I  subscribe  to  Professor  Anderson's  statement  that  war  has  a  tend- 
ency to  increase  the  valuation  of  present  and  decrease  that  of  future 
goods,  subjectively.  This  observation  is  quite  pertinent  in  reference 
to  some  problems  concerning  the  dollar  as  a  good  "yardstick";  but  it 
is  not  at  all  pertinent  as  to  the  relation  between  the  quantity  of  money 
and  the  price  level.     Here  the  problem  is  purely  relative. 

I  do  not  think  that  the  facts  will  bear  out  Professor  Anderson's  im- 
pression that  "where  goods  for  local  consumption  have  not  decreased  in 
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quantity  their  prices  show  no  rise."  House-famishing  goods^  for  in- 
stance^ may  be  cited  to  the  contrary.  The  case  of  coffee  cited  by  Pro- 
fessor Anderson  seems  to  be  entirely  explainable  because  of  the  enor- 
mously increased  imports  into  this  country^  which  became  a  sort  of 
dumping  ground  for  Brazil  when  its  trade  with  Europe  was  interfered 
with  by  the  war. 

The  decrease  in  the  purchasing  power  of  gold  abroad  is^  of  course^ 
explainable  through  the  increase  in  paper  substitutes. 


NEW  PROBLEMS  OF  GOVERNMENTAL  EFFICIENCY 

Bt  a.  N.  Holcombb 
United  States  Bureau  of  Efficiency 

I  shall  attempt  to  consider  only  one  of  the  many  new  problems 
of  governmental  efficiency — a  problem  created  by  the  immense  in- 
crease in  governmental  expenditures  for  military  and  naval  pur- 
poses. The  total  appropriations  already  made  by  the  Govern- 
ment of  the  United  States  for  the  fiscal  year  1918  are  between 
eighteen  and  nineteen  billions  of  dollars.  Contract  authorizations 
to  be  met  by  future  appropriations  amount  to  two  and  a  half 
billions  more,  making  a  grand  total  of  over  twenty-one  billions  of 
dollars  which  the  government  may  spend  or  obligate  itself  to 
spend  during  the  current  fiscal  year.  This  is  more  than  ten  times 
as  much  as  ever  before.  Of  this  amount  seven  billions  were  ap- 
propriated for  loans  to  the  Allies,  but  these  loans,  when  made, 
will  be  expended  mostly  within  the  United  States.  The  total  vol- 
ume of  authorized  governmental  expenditures,  American  and  al- 
lied, to  be  made  in  the  United  States  may  therefore  be  reckoned 
at  twenty  billions. 

Such  enormous  expenditures  bring  to  the  government  new  re- 
sponsibilities. I  am  only  calling  your  attention  to  what  you  al- 
ready know,  when  I  refer  to  the  dislocation  of  established  industry 
that  followed  the  entrance  of  the  United  States  into  the  war.  The 
ordinary  processes  of  competitive  business  failed  to  afford  the 
requisite  quantities  of  materials  and  supplies  for  the  government 
without  impairing  the  normal  supply  of  household  necessaries 
for  the  people  of  the  United  States,  to  say  nothing  of  new  obli- 
gations towards  the  allied  governments  and  peoples.  The  gov- 
ernment was  forced,  in  making  its  vast  purchases,  not  only  to 
protect  its  own  interests,  but  also  those  of  the  public,  and  of 
friendly  Europe.  The  question  of  fair  prices  for  itself  was  bound 
up  with  that  of  fair  prices  for  all  legitimate  purchasers.  But 
fair  prices  imply  fair  profits  and  wages  to  the  producers.  In  times 
like  the  present,  therefore,  a  government  purchasing  policy  should 
pursue  the  following  objects:  (1)  to  secure  reasonable  prices  for 
purchases  by  the  government  on  its  own  account;  (2)  to  secure 
reasonable  prices  for  all  consumers,  that  is,  to  prevent  profiteer- 
ing; (8)  to  secure  distribution  of  conmiodities  according  to  need 
rather  than  according  to  ability  to  pay;  and  (4)  to  secure  for 
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wage-earners  a  reasonable  share  of  the  profits  of  industry  without 
the  interruption  of  industry  itself. 

Now  the  problem  is — ^and  this  is  the  problem  I  shall  consider  in 
this  paper — How  should  the  purchasing  agencies  of  the  govern- 
ment be  organized  in  order  that  these  objects  may  be  most  effec- 
tively pursued?  The  policy  of  the  government  with  respect  to  the 
supply  of  labor  during  the  war  has  already  been  discussed  at  these 
meetings.  I  shall  deal  only  with  the  problem  of  administrative 
organization,  which  the  volume  of  war  purchases  has  created. 

On  the  one  hand  are  the  advocates  of  centralization.  They 
urge  that  power  and  responsibility  should  be  lodged  in  one  body, 
so  that  a  uniform  policy  may  be  adopted  and  a  due  coordination 
of  governmental  enterprises  be  attained.  They  fear  that,  without 
central  control  of  all  military  and  naval  purchases,  separate  de- 
partments like  the  War  and  Navy  and  independent  establishments 
like  the  Shipping  Board  Emergency  Fleet  Corporation  will  bid 
against  one  another,  not  only  for  materials  and  supplies,  but  also 
for  labor.  This  would  make  it  difficult,  if  not  impossible,  for  the 
government  to  secure  any  of  the  objects  which  a  wise  purchasing 
policy  should  pursue.  On  the  other  hand  are  the  advocates  of 
decentralization.  They  urge  that  the  task  is  too  vast  for  any 
one  body ;  that  the  President  is  now  indeed  the  one  central  author- 
ity which  the  advocates  of  centralization  are  seeking;  that  since 
there  must  be  a  division  of  labor  in  the  expenditure  of  so  many 
billions,  the  most  efficient  organization  is  one  built  up  on  func- 
tional lines  like  that  existing  at  Washington  when  the  United 
States  entered  the  war. 

The  bulk  of  the  twenty  billions,  more  or  less,  which  may  be 
spent  through  government  agencies  this  year,  will  be  expended 
through  four  separate  agencies:  the  War  Department,  the  Navy 
Department,  the  Shipping  Board  Emergency  Fleet  Corporation, 
and  the  Purchasing  Commission  of  the  Allies.  The  War  Depart- 
ment, which  is  authorized  to  spend  this  year,  speaking  roughly, 
about  three  times  as  much  as  the  Navy  and  the  Emergency  Fleet 
Corporation  combined,  makes  its  expenditures  mainly  through  the 
offices  of  the  Quartermaster-General,  the  Chief  of  Ordnance,  the 
Chief  of  Engineers,  the  Chief  Signal  Officer,  and  the  Surgeon- 
Greneral.  The  actual  drawing  of  contracts  is  further  subdivided  in 
each  of  these  offices.  The  office  of  the  Chief  of  Ordnance,  for  ex- 
ample, through  which  more  money  will  be  spent  than  through  any 
of  the  others,  comprises  ten  divisions.  Five  of  these,  the  Small 
Arms,  Gun,  Carriage,  and  Equipment  Divisions,  and  the  Ameri- 
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can  Base  Depot  in  France,  purchase  the  arms  and  ammunition 
used  by  the  Army.  A  sixth,  the  Nitrate  Division,  will  build  and 
operate  the  government  fertilizer  factories.  Not  only  the  division 
officers  at  Washington,  but  also  the  officers  in  charge  of  arsenals 
manufacturing  arms  and  ammunition  directly  on  governmental 
account,  may  draw  their  own  contracts  for  materials  and  sup- 
plies, though  they  require  the  approval  of  the  Chief  of  Ordnance. 
The  other  offices  of  the  War  Department  are  likewise  subdivided 
according  to  their  respective  functions,  and  the  responsibility  for 
the  preparation  of  contracts  correspondingly  apportioned.  In 
some  divisions  seven  copies  of  contracts  are  made.  One  goes  to 
the  contractor,  one  to  the  inspector  on  the  job,  one  to  the  division 
disbursing  officer,  one  to  the  auditor  for  the  War  Department, 
one  to  the  Returns  office  in  the  Department  of  the  Interior,  one  is 
filed  in  the  office  of  the  chief  of  the  division,  and  one  is  retained 
by  the  division  law  officer  who  prepared  it.  The  Secretary  of 
War  receives  none.  Thus  the  principle  upon  which  the  machinery 
is  organized  for  the  purchase  of  materials  and  supplies  for  the 
Army,  is  that  of  administrative  decentralization. 

This  system  of  administrative  decentralization  was  the  result 
of  bitter  experience  during  the  war  with  Spain.  It  was  devised 
and  put  into  effect  by  one  of  the  ablest  secretaries  of  war  this 
country  has  had,  Elihu  Root,  and  was  approved  and  maintained 
by  a  line  of  able  secretaries  down  to  the  present,  including  such 
men  as  former  Secretaries  Taft,  Stimson,  and  Garrison.  Its  ad- 
vantages under  normal  conditions  are  obvious.  This  system  has 
not  been  carried  so  far  by  the  Navy  Department  and  the  Emer- 
gency Fleet  Corporation  as  by  the  War  Department,  but  neither 
the  Navy  nor  the  Fleet  Corporation  will  spend  so  much  money 
this  year  as  either  the  Quartermaster-General  of  the  Army  or  the 
Chief  of  Ordnance.  Thus  the  purchasing  organization  of  the 
military  and  naval  establishment  (including  the  Emergency  Fleet 
Corporation),  as  it  stood  when  the  United  States  entered  the  war, 
regarded  as  a  whole,  afforded  an  excellent  illustration  of  adminis- 
trative decentralization. 

The  agency  which  many  advocates  of  centralization  have  be- 
lieved offers  the  best  promise  of  realizing  their  hopes  is  the  Coun- 
cil of  National  Defense.  By  section  120  of  the  National  Defense 
Act  of  June  S,  1916,  relating  to  the  purchase  or  procurement  of 
military  supplies  in  time  of  actual  or  imminent  war,  the  Presi- 
dent was  authorized  to  appoint  a  Board  on  Mobilization  of  In- 
dustries essential  for  Military  Preparedness.     The  title  indicates 
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somewhat  vaguely  what  the  board  was  expected  to  do,  but  no 
powers  were  conferred  upon  it  by  the  act,  nor  were  any  members 
ever  appointed  by  the  President.  Subsequently,  by  the  Army  Ap- 
propriation Act  of  August  29,  1916,  the  Council  of  National  De- 
fense was  established,  *^for  the  coordination  of  industries  and  re- 
sources for  the  national  security  and  welfare,"  as  the  act  phrased 
it,  consisting  of  the  Secretaries  of  War,  the  Navy,  the  Interior, 
Agriculture,  Commerce,  and  Labor.  Its  duty  was  further  de- 
fined to  be  to  supervise  and  direct  investigations  concerning  a  var- 
iety of  matters  relating  to  the  national  defense  and  make  recom- 
mendations to  the  President  and  the  heads  of  executive  depart- 
ments. 

It  is  well  to  note  that  the  Council  of  National  Defense  was 
created  only  to  investigate  and  recommend.  It  received,  and  has 
today,  no  power  to  enforce  decisions,  nor  even  to  make  decisions, 
unless  controversies  are  voluntarily  submitted  to  it  for  adjudica- 
tion. In  order  that  it  might  the  better  perform  its  duties,  it  was 
directed  to  appoint  an  Advisory  Commission  of  not  more  than 
seven  members,  and  the  latter  was  in  its  turn  authorized  to  or- 
ganize subordinate  bodies  to  assist  in  special  investigations.  This 
it  might  do  either  by  the  direct  employment  of  experts  or  by  the 
creation  of  conmiittees  of  specially  qualified  persons,  serving  with- 
out compensation,  to  direct  the  investigations  of  experts  employed 
by  them.  After  the  rupture  of  relations  with  Grermany,  the  Ad- 
visory Commission  proceeded  to  organize  an  array  of  committees 
which,  printed  solid  in  eight-point  type  in  the  Congressional  Rec- 
ord, occupied  eighteen  double-column  pages.  These  committees 
were  composed  of  business,  professional,  and  labor  men,  most  of 
whom  served  without  pay.  Many  of  their  members  have  given  and 
are  giving  the  government  excellent  service,  but  many  of  the  com- 
mittees seldom  if  ever  met.  Several  of  the  committees  consisted 
of  representatives  of  industries  whose  products  were  in  demand  by 
the  Army,  Navy,  or  Emergency  Fleet  Corporation.  Such  com- 
mittees were  active  enough  when  the  prices  to  be  paid  by  the  gov- 
ernment for  their  products  were  under  consideration,  but  not  at 
any  other  time.  Some  of  these  gave  disinterested  and  valuable 
advice.  Others  were  not  above  suspicion  of  putting  their  own 
interests  before  those  of  the  government.  Congress  put  an  end 
to  that  feature  of  the  Council's  system  of  committees  by  a  rider 
on  the  Food  Control  Act  of  August  10,  1917,  forbidding  any  per- 
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son,  acting  either  as  a  voluntary  or  paid  agent  of  the  United 
States,  to  attempt  to  influence  the  awarding  of  a  contract  in  the 
profits  of  which  he  was  directly  or  indirectly  interested.  There- 
upon the  Advisory  Commission  and  its  array  of  committees  faded 
away. 

Indeed  there  had  already  appeared  a  tendency  to  organize 
boards  of  various  kinds  directly  under  the  Council  of  National 
Defense  regardless  of  the  Advisory  Commission.  The  most  im- 
portant of  this  new  order  of  committees  was  the  War  Industries 
Board.  This  board  was  created  to  supply  the  information  and 
advice,  formerly  supplied  by  the  General  Mimitions  Board  and  a 
number  of  smaller  committees,  with  respect  to  purchases  of  ma- 
terials and  supplies  for  the  military  and  naval  establishments. 
An  Aircraft  Production  Board  and  committees  on  shipping  and 
on  transportation  were  carried  over  from  the  original  organiza- 
tion to  cover  portions  of  the  field  not  covered  by  the  War  In- 
dustries Board.  The  Committee  on  Shipping,  however,  seems  to 
have  been  absorbed  by  the  Shipping  Board,  since  Mr.  Hurley, 
once  chairman  of  the  Committee  on  Shipping,  became  chairman 
of  the  Shipping  Board,  and  the  chairman  of  the  committee  on 
transportation,  who  was  also  chairman  of  the  Advisory  Commis- 
sion, Mr.  David  Willard,  has  since  become  chairman  of  the  War 
Industries  Board  itself.  The  Aircraft  Production  Board  has  since 
been  reorganized  by  Act  of  October  1,  1917,  into  an  Aircraft 
Board  (Mr.  Howard  Coffin  remaining  at  its  head),  and  is  directed 
to  advise  the  officers  of  the  Army  and  Navy  in  charge  of  the  avi- 
ation service. 

Meanwhile  the  Navy  Department,  through  its  Paymaster-Gen- 
eral at  the  head  of  the  Bureau  of  Supplies  and  Accounts,  had  built 
up  an  energetic  purchasing  system.  The  Navy  was  reluctant  to 
merge  its  organization,  which  had  served  its  needs  well  enough, 
as  it  thought,  into  the  War  Industries  Board,  in  the  interest  of 
a  theoretical  coordination  of  purchasing  agencies.  Though  re- 
taining a  representative  on  the  War  Industries  Board,  the  Navy 
has  made  little  use  of  its  services.  The  Shipping  Board  has  no 
representative  on  the  board  and  makes  no  pretense  of  using  its 
services.  The  War  Industries  Board  consequently  serves  almost 
exclusively  as  an  adviser  to  the  War  Department,  and  chiefly  to 
the  Quartermaster-General  and  the  Chief  of  Ordnance.  But  these 
officials  would  seek  advice  on  matters  relating  to  contracts  for 
food,  not  from  the  War  Industries  Board,  but  from  the  Food  Ad- 
ministration, and  on  matters  relating  to  coal  from  the  Fuel  Ad- 
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ministration.  Thus,  despite  the  Council  of  National  Defense,  the 
government's  purchasing  system  remains  as  it  was  at  the  begin- 
ning of  the  war,  highly  decentralized. 

The  War  Industries  Board  is  drawing  fewer  contracts  today 
than  were  being  drawn  by  the  General  Munitions  Board  six  months 
ago.  It  is  still  making  recommendations  within  the  scope  of  its 
authority  with  respect  to  prices,  but  the  contracts  are  actually  let 
by  the  bureau  chiefs  of  the  War  and  Navy  Departments,  and 
by  the  Emergency  Fleet  Corporation.  The  Allies,  on  the  other 
hand,  who  formerly  maintained  separate  purchasing  agencies  in 
this  country,  have  centralized  the  management  of  their  purchasing. 
They  now  buy  all  their  materials  and  supplies  (except  food  and 
fuel)  through  or  with  the  advice  of  one  Purchasing  Commission, 
which  works  in  close  cooperation  with  the  War  Industries  Board. 
The  champions  of  centralization  urge  the  adoption  of  a  similar 
policy  by  the  United  States.  Thus,  the  United  States  Chamber 
of  Commerce,  at  its  war  convention,  held  last  September  at  At- 
lantic City,  formally  recommended  that  all  war  buying  should  be 
assembled  under  the  control  of  one  board  or  executive  department. 

It  may  be  conceded  that  the  government,  through  its  various 
purchasing  agencies,  has  not  fulfilled  all  the  obligations  for  which 
it  may  properly  under  present  conditions  be  held  responsible.  The 
War  Industries  Board  has  arranged  agreements  with  producers 
of  many  kinds  of  materials  and  supplies,  by  which  prices  were  set- 
tled for  purchases  on  government  account.  The  same  board  has 
arranged  agreements  with  copper  and  iron  and  steel  producers  by 
which  prices  were  settled  for  all  legitimate  purchasers.  The  Air- 
craft Production  Board,  now  the  Aircraft  Board,  has  furnished 
much  good  advice  to  the  Chief  Signal  Officer  of  the  Army  and  to 
the  Navy  on  the  building  of  the  great  aerial  battle  fleet.  The 
Food  Commission  has  fixed  minimum  prices  for  wheat,  and  the 
Fuel  Administration,  maximum  prices  for  coal.  But  profiteering 
has  not  ceased ;  and  the  distribution  of  materials  and  supplies  ac- 
cording to  ability  to  pay  is  not  yet  replaced  to  the  extent  that  is 
desirable  by  distribution  according  to  need. 

I  believe,  however,  that  the  most  promising  method  of  dealing 
with  the  existing  situation  is  not  to  assemble  all  war-buying  under 
control  of  one  board  or  executive  department.  A  merger  of  the 
War  Industries  Board  and  the  Aircraft  Board,  for  instance,  with 
power  not  only  to  recommend  prices  and  even  contractors,  but  also 
to  conclude  contracts,  would  not  reach  the  heart  of  the  problem. 
That  does  not  He  in  the  placing  of  orders  but  in  their  execution. 
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Suppose  that  there  is  a  shortage  of  electric  power  in  a  great 
industrial  district,  say  in  the  Pittsburgh  district,  and  that  some 
of  the  consumers  of  electric  power  in  that  district  must  curtail 
their  consumption  or  altogether  forego  its  use.  Shall  it  be  the 
steel  plants  whose  expanding  demands  has  perhaps  contributed 
most  of  the  shortage?  Or  shall  it  be  the  munitions  factories  which 
take  the  steel  and  convert  it  into  arms  and  ammunition?  Or  shall 
it  be  the  local  public  utilities,  the  street  railway  and  the  lighting 
service?    And  who  shall  decide  these  questions? 

The  steel  plants  may  be  making  heavy  guns  for  the  Army  or 
armor  for  the  Navy  or  structural  shapes  for  the  Shipping  Board, 
or  all  of  these  products  for  the  Allies.  Should  the  War  Depart- 
ment or  the  Navy  Department  or  the  Shipping  Board,  to  say 
nothing  of  the  Allies,  have  power  to  intervene  and  protect  the 
supply  of  electric  power  to  the  steel  plants?  And  what  if  both 
the  Army  and  the  Navy  prefer  to  divert  the  supply  of  electric 
power  to  the  munitions  plants  in  order  not  to  curtail  the  produc- 
tion of  small  arms  or  ammunition,  whilst  only  the  Shipping  Board 
on  account  of  its  interest  in  structural  shapes  rallies  to  the  sup- 
port of  the  steel  plants  ?  The  conflict  of  interest  and  the  division 
of  authority  go  farther  than  this.  In  the  War  Department,  for 
example,  there  is  the  Quartermaster-Greneral  whose  only  interest 
in  the  matter  may  be  the  output  of  motor  trucks.  There  is  the 
Surgeon-General  whose  only  interest  may  be  the  output  of  surgi- 
cal instruments.  There  is  the  Chief  Signal  Officer  whose  only 
interest  may  be  aeroplanes.  There  are  the  chiefs  of  Ordnance 
and  Engineers  with  their  respective  interests  in  arms,  ammuni- 
tion, and  building  materials.  Each  of  these  is  responsible  only 
for  the  work  under  his  charge,  and  under  no  obligation  to  con- 
sider the  needs  of  the  others.  No  one  of  them  can  justly  decide 
such  a  controversy  as  that  arising  from  a  shortage  of  electric 
power  in  the  Pittsburgh  district.  To  be  sure,  one  of  them,  acting 
under  authority  of  the  National  Defense  Act  of  June  S,  I9I69  or 
of  the  War  Appropriations  Act  of  June  16,  1917,  might  perhaps 
requisition  an  electric  power  plant  and  thus  take  what  power  was 
needed  by  the  steel  plant  or  munitions  factory  in  which  he  was  in- 
terested. But  if  one  could  do  this,  all  could  do  it.  There  would 
be  no  solution  of  the  problem.  Nor  can  the  problem  be  solved 
merely  by  the  centralization  of  war  purchasing.  The  fundamen- 
tal problem  is  that  of  priority  in  production,  and  can  be  dealt  with 
only  by  a  properly  constituted  priority  board  with  adequate  juris- 
diction, whether  the  letting  of  contracts  is  centralized  or  not. 
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Or,  consider  a  more  difficult  problem.  Suppose  that  a  Water- 
bury  clock  factory,  together  with  the  skilled  workers  therein,  is 
wanted  by  the  Chief  of  Ordnance  for  the  manufacture  of,  say, 
machine-gun  cartridges.  Shall  the  Chief  of  Ordnance  be  free  to 
conmiandeer  the  factory,  assuming  that  he  has  the  power  under 
the  National  Defense  Act?  It  may  be  that  the  output  of  that 
particular  factory  is  destined  mainly  for  the  export  trade,  either 
with  South  America  or  Asia,  to  be  exchanged  for  nitrate  or  cop- 
per or  wool  or  jute  or  other  products  necessary  for  the  equipment 
and  maintenance  of  armies.  It  may  be  also  that  exchange  with 
the  countries  where  those  commodities  are  produced  is  heavily 
against  the  United  States,  and  that  such  exports  are  sorely  needed 
to  restore  the  balance.  Thus  production  of  clocks  for  export  to 
South  America  or  Asia  may  be  a  matter  of  great  interest  to  sev- 
eral government  offices,  about  which  the  Chief  of  Ordnance  may 
know  little  or  nothing.  There  is  the  Federal  Reserve  Board  in  the 
Treasury  Department,  which  is  responsible  for  the  protection  of 
our  stock  of  gold.  There  is  the  Bureau  of  Foreign  and  Domestic 
Commerce  in  the  Department  of  Commerce,  which  is  laboriously 
building  up  our  trade  with  South  America  and  the  Far  East,  and 
may  have  laid  plans  to  capture  the  trade  in  clocks.  There  is  the 
Food  Administration,  which  may  want  to  divert  ships  from  the 
South  American  to  the  transatlantic  trade  in  order  to  carry  food 
to  the  Allies.  There  is  the  Shipping  Board  which  is  trying  to  di- 
minish the  shortage  of  bottoms  by  various  means,  among  others, 
presumably,  by  shortening  long  water  hauls,  whenever  possible. 
The  War  Trade  Board  represents  all  these  interests,  and  more. 
But  it  has  no  power  to  settle  such  a  question  as  that  raised  by  the 
proposal  to  commandeer  a  Waterbury  clock  factory.  Nor  should 
it  have  such  power,  for  it  does  not  represent  either  the  Army  or 
the  Navy.  Indeed  some  arm  of  the  military  or  naval  establish- 
ment other  than  the  Ordnance  Department  may  be  able  to  put  the 
clock  factory  to  even  better  use  than  the  manufacture  of  machine- 
gun  cartridges.  The  Navy,  for  example,  might  perhaps  use  it  to 
better  advantage  for  the  manufacture  of  signal  rockets  or  depth 
bombs. 

Furthermore,  the  problem  of  priority  in  production  is  a  double 
problem.  It  is  necessary  to  consider  both  priority  in  manufac- 
ture and  priority  in  transportation.  Questions  of  priority  must 
be  considered  from  a  broader  point  of  view  than  can  well  be  pos- 
sessed by  any  existing  organization.  For  their  determination  is 
required  a  different  kind  of  organization,  not  a  ^eati^r  ^utraliza- 
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tion  of  existing  organizations.  The  War  Industries  Board,  like 
the  War  and  Navy  Departments,  is  organized  on  functional  lines. 
Its  vision  is  limited  by  the  functions  it  represents.  What  is 
needed  is  a  Grand  Priority  Board,  to  use  Mr.  William  Hard's 
phrase,  which  shall  be  organized  not  on  the  ordinary  functional 
lines,  but  to  represent  the  various  aspects  of  a  national  war  policy. 
Just  as  the  organization  of  the  Greneral  Staff  of  the  Army  cuts 
across  the  lines  of  bureau  organization,  so  the  organization  of  a 
Grand  Priority  Board  or  Civil  General  Staff  should  cut  across  the 
lines  upon  which  the  War  and  Navy  Departments,  and  independ- 
ent establishments  like  the  Shipping  Board,  are  organized. 

The  foundations  of  such  a  Civil  General  Staff  have  already  been 
laid.  The  first  organization  chart  of  the  Council  of  National  De- 
fense showed  no  priority  committee.  There  was,  however,  an  In- 
terdepartmental Advisory  Committee  out  of  which  eventually  de- 
veloped the  present  Clearance  Committee.  This  committee  is 
nominally  composed  of  representatives  from  each  of  the  dozen  or 
more  purchasing  offices  in  the  War  and  Navy  Departments  plus 
the  Emergency  Fleet  Corporation  and  Food  Administration  and 
Allies'  Purchasing  Commission.  Of  these,  however,  only  the  army 
members  seem  to  be  regular  in  their  attendance.  It  is  now  closely 
connected  with  the  War  Industries  Board,  and  is  destined  appar- 
ently to  promote  so  far  as  possible  the  most  efficient  distribution 
of  orders  for  materials  and  supplies,  that  is,  such  a  distribution 
as  will  give  rise  to  the  least  possible  number  of  questions  of  pri- 
ority when  manufacturers  find  themselves  unable  to  fill  the  orders 
of  different  purchasing  agencies  with  sufficient  promptness.  When 
such  questions  arise  they  are  referred  to  the  Priority  Committee 
of  the  War  Industries  Board.  This  committee  has  power  to  issue 
priority  certificates  to  manufacturers  in  cases  submitted  to  it  for 
adjudication.  In  general,  only  the  War  Department  submits 
cases.  The  Navy  and  the  Shipping  Board  do  not  look  upon  it 
with  favor.  There  is  no  attempt  to  lay  down  a  general  policy 
for  all  manufacturers.  In  short  the  Priority  Committee  of  the 
War  Industries  Board  is  not  much  more  than  an  adjunct  to  cer- 
tain bureaus  of  the  War  Department. 

More  progress  has  been  made  in  the  development  of  machinery 
for  determining  priority  in  transportation.  By  the  Act  of  May 
29,  1917,  the  Interstate  Commerce  Commission  was  authorized  to 
establish  rules  with  respect  to  car  service,  in  order  to  deal  more 
effectively  with  the  car  shortage.  This  measure  proved  ineffec- 
tive, and  a  further  step  was  taken  by  the  Act  of  August  10,  pro- 
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viding  for  priority  in  transportation.  By  this  act  the  President 
was  authorized,  if  he  deemed  it  necessary  as  a  war  measure,  to  di- 
rect that  such  traffic  as  he  shall  judge  essential  shall  have  prefer^ 
ence  either  with  respect  to  the  supply  of  cars,  or  with  respect  to 
movement,  or  both.  He  designated  Judge  Lovett  the  chairman  of 
the  Priority  Committee  of  the  War  Industries  Board,  to  exercise 
his  powers  under  this  act.  Judge  Lovett  has  issued  several  pri- 
ority orders.  Of  these  order  No.  6,  issued  in  December,  is  the 
most  important.  This  order  gives  first  preference  both  in  supply 
of  cars  and  in  movement,  to  coal  for  steam  railroads;  second,  to 
live-stock,  food,  and  perishables;  third,  to  munitions,  and  other 
military  and  naval  supplies ;  fourth,  to  coal  for  by-products  coke 
ovens;  and  fifth,  to  coal  for  hospitals,  schools,  and  private  con- 
sumption, for  public  utilities  and  for  industrial  establishments. 
Finally,  on  December  S8,  the  government  took  over  the  manage- 
ment of  the  railroads,  and  assured  itself  the  power  most  efficiently 
to  enforce  this  and  other  priority  orders. 

The  further  development  of  a  Grand  Priority  Board  or  Civil 
General  Staff  is  dependent  not  only  upon  proper  organization  but 
also  upon  adequate  information.  The  statistical  division  of  the 
Council  of  National  Defense  has  already  begun  to  supply  such  in- 
formation. It  is  attempting  to  keep  a  record  of  all  war  contracts 
and  deliveries,  of  establishments  producing  war  supplies,  of  esti- 
mated future  war  needs,  of  prices  of  munitions,  of  current  shipping 
supplies,  of  production  of  raw  materials,  and  of  other  information. 
But  much  remains  to  be  done. 

Such  is  the  foundation  of  the  Grand  Priority  Board  or  Civil 
General  Staff  which  is  needed  at  Washington.  The  form  of  the 
organization  is  foreshadowed,  but  the  parts  are  yet  scattered. 
The  policy  of  decentralized  administration  in  the  making  of  war- 
purchases  is  sound.  There  seems  to  be  no  necessity  for  taking 
further  power  from  the  Quartermaster-General  of  the  Army,  or 
the  Chief  of  Ordnance,  or  the  Paymaster-General  of  the  Navy,  or 
the  Emergency  Fleet  Corporation,  to  confer  it  upon  the  War 
Industries  Board.  But  the  Priority  Committee  should  be  made 
independent  of  the  War  Industries  Board  and  the  Council  of 
National  Defense,  granted  a  broader  jurisdiction,  assigned  more 
certain  powers,  brought  into  close  relations  with  the  Director  Gen- 
eral of  Railroads  and  his  priority  administrator,  and  with  the 
Shipping  Board,  and  provided  with  adequate  means  for  procur- 
ing information. 


ECONOMIC  ALLIANCES,  COMMERCIAL  TREA  TIES,  AND 

TARIFF  ADJUSTMENTS 

By  Edward  P.  Costigan 
United  States  Tariff  Commission 

In  the  field  of  foreign  commerce,  at  the  end  of  the  war,  the  im- 
portant changes  on  which  the  world  may  count  are  more  likely  to 
be  represented  by  spirit  than  form.  We  are,  happily,  sure  of 
newly  expressed,  zealously  affirmed  principles  of  international  fel- 
lowship, equality  of  opportunity,  and  just  relations.  Less  prob- 
able is  an  original  attitude  toward  the  familiar  use  of  tariffs  and 
commercial  treaties  with  the  intention  of  determining  world  trade. 
Presumably,  even  from  the  unprecedented  catastrophe  and  con- 
vulsion of  our  time,  notwithstanding  the  growing  promise  of  an 
effective  league  of  peace,  national  sovereignities  and  age-old 
markets  will  emerge ;  and,  in  the  period  of  reconstruction,  nations 
or  groups  of  nations  will  promptly  seek,  by  practiced  methods, 
both  self-sustaining  industrialism  and  the  reciprocal  benefits  of 
commercial  intercourse.  Confirming  the  hopes  of  thinking  men,  in 
the  interest  of  durable  peace,  there  may  perhaps  result  from  a 
victory  of  the  allied  democrat^,  a  desirable  fundamental  movement 
toward  the  unity  of  English-speaking,  and,  indeed,  other  civilized 
peoples ;  a  far  more  general  and  profound  conception  of  the  bene- 
fits of  commerce,  when  conducted  with  a  minimum  of  restrictions ; 
certain  broad,  novel,  and  hopeful  experiments  in  international  con- 
trol ;  some  common  understanding,  whereby  essential  raw  materials 
may  become  accessible,  on  fair  terms  of  apportionment,  to  the 
people  of  all  countries ;  and,  perhaps,  a  coordinated  policy  of  con- 
servation and  use  of  natural  resources  throughout  the  world,  to 
the  end  that  the  war-debt  burdens,  already  oppressing  mankind, 
may  be  lightened,  and,  within  a  reasonable  future,  removed.  None 
the  less,  barter  will  abide.  Despite  artificial  barriers,  the  tides  of 
trade  and  competition  will  ebb  and  fiow,  and  nations,  running 
measurably  true  to  form  and  precedent,  will,  doubtless,  again  and 
again  essay  to  control  the  course,  and  even  challenge  the  sound- 
ness, of  orthodox  "economic  laws." 

Proposed  Economic  Allia/nces 

Illustrations  of  these  tendencies  are  both  recent  and  numerous. 
No  one  here  is  without  knowledge  of  the  literature,  conferences, 
and  thought,  devoted  in  the  Central  Empires,  since  August,  1914, 
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to  the  creation  of  a  permanent  and  8elf-8u£5cient  economic  unit* 
generally  spoken  of  as  Middle  Europe.  In  sharp  distinction,  and 
with  like  disregard  of  the  internationalism  of  the  modem  world, 
the  celebrated  Paris  Economic  Conference  of  June,  1916,  vainly 
proposed  to  erect  the  temple  of  permanent  peace  on  the  shifting 
sands  of  economic  war.  It  outlined  an  elaborate  scheme  of  com- 
mon measures  for  the  Allies,  extending  not  only  through  the  period 
of  actual  conflict,  and  the  later  stage  of  transition  to  peace,  but 
permanently  thereafter.  One  prevailing  idea  has  been  the  same: 
economic  independence  through  the  control  of  resources  deemed 
indispensable. 

The  Paris  Economic  Agreement 

Fortunately,  the  futility  and  danger  of  the  peace  features  of 
those  programs  are  already  widely  recognized.  Nothing  during 
these  trying  times  said  or  done  by  President  Wilson  has  more 
strikingly  or  serviceably  evidenced  his  leadership  than  his  rejection 
of  ^^selfish  and  exclusive  economic  leagues."  His  criticism  brought 
home  to  a  large  portion  of  the  public,  both  here  and  abroad,  what 
historians  and  economists  instantly  perceived  when  the  Paris  reso- 
lutions were  announced,  that  the  division  of  the  world  into  two 
permanently  hostile  economic  groups  would  give  international 
sanction  to  the  vast  and  inhuman  ruthlessness  which  has  irredeem- 
ably discredited  German  autocracy.  In  seeking  to  escape  that 
yoke,  it  is  worse  than  folly  to  employ  the  same  principles  of  war 
and  servitude.  As  far-sighted  economists  have  unanswerably  made 
clear,  the  enforcement  of  the  future  terms  of  the  Paris  agreement 
would  involve  the  continued  walling  round  of  Central  Europe; 
prolonged  harmony  of  action  on  the  part  of  the  Allies,  whose  eco- 
nomic interests  are  not  always  identical ;  the  extinguishment  of  a 
large  market  and  the  indefinite  postponement  of  the  financial  com- 
pensation reconstruction  may  seek.  An  even  more  essential  con- 
sideration is,  however,  the  unescapable  conclusion  that,  soon  or 
late,  the  plan  must  yield  to  the  settled  rules  of  profitable  exchange, 
although  under  the  Paris  agreement  that  would  not  come  to  pass 
until  the  proposed  discrimination  against  the  peoples  of  Central 
Europe  had,  in  their  eyes,  justified  and  made  seemingly  necessary 
the  present  war,  and  until  the  foundation  had  been  laid  for  other 
more  extravagant  and  terrible  conflicts,  prosecuted  with  even  more 
appalling  disregard  of  civilized  standards.  In  a  word,  the  'Var 
after  the  war"  feature  of  the  Paris  Economic  Conference  was  an 
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ill-considered  judgment,  pronounced,  under  stress  of  great  provo- 
cation, in  the  heat  of  resentment  and  suffering. 

Scandinaaian  Conference 

Nevertheless,  and  even  though  the  main  future  purpose  of  the 
Paris  Economic  agreement  is  destined  to  repudiation,  modifica- 
tions of  the  plan  are  likely  to  endure;  and  there  are  signs  that 
we  shall  see  numerous  economic  ventures  tending  in  the  direction, 
if  not  actually  taking  the  form,  of  economic  alliances.  The  ex- 
citement occasioned  by  the  conferences  of  the  Central  and  Entente 
Powers  has  not  wholly  abated,  and  all  sorts  of  movements  are  un- 
der way,  looking  to  further  industrial  and  economic  preparedness 
and  independence.  Norway,  Sweden,  and  Denmark,  caught  be- 
tween the  upper  and  nether  millstones  of  such  threatened  economic 
unions,  sent  representatives,  in  1916,  to  a  Scandinavian  Confer- 
ence, the  objects  of  which  were  the  maintenance  of  neutrality,  and 
the  safeguarding  of  common  interests  and  independence  in  the  eco- 
nomic struggle  to  follow  the  war.  In  Italy,  plans  are  being  ac- 
tively formulated  in  some  quarters  in  support  of  national  indus- 
trialism for  a  high  range  of  tariff  duties,  concessions  from  which 
are  contemplated  in  return  for  like  conscessions  from  other  na- 
tions, to  be  secured  through  duly  negotiated  commercial  treaties. 

British  Imperial  Preferences 

Even  in  Great  Britain,  the  swing  of  the  pendulum  is  discernible 
in  the  increasing  emphasis  on  the  policy  of  imperial  preferences, 
embracing  India  and  the  self-governing  dominions.  Partly  as  an 
indication  of  this  attitude,  resulting  from  the  war,  and  partly  as 
an  outgrowth  of  the  prior  agitation  for  imperial  preferences,  the 
Council  of  the  London  Chamber  of  Commerce,  some  two  weeks 
prior  to  the  Paris  Conference,  tentatively  recommended  a  graded 
system  of  preferential  tariff  rates,  for  Great  Britain,  on  wholly 
manufactured  and  semi-manufactured  goods,  and  on  manufactured 
foodstuffs,  among  other  materials,  to  be  taxed,  highest  for  enemy 
countries,  less  for  neutrals,  still  less  for  the  Allies,  and,  by  virtue 
of  provisions  looking  to  imperial  preferences,  least  of  all  for  the 
British  Empire  countries.  In  February  1917,  a  conmiittee 
of  the  House  of  Commons  approved  a  resolution  calling  for 
preferences  in  the  markets  of  Great  Britain  for  imperial  pro- 
ducts* Resolutions  of  like  purport  were  thereafter  adopted  by  the 
Lnperial  Conference  meeting  at  London.    Of  similar  significance. 
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though  with  a  different  approach — due  in  no  inconsiderable  de- 
gree to  prior  and  continuing  demands  for  British  imperial  prefer- 
ences— the  Royal  Commission  on  Natural  Resources,  Trades,  and 
Legislation,  appointed  in  the  pre-war  days  of  1912,  presented  to 
the  British  Parliament  in  March,  1917,  a  comprehensive  report 
powerfully  emphasizing  pertinent  conclusions. 

Report  of  British  Royal  Commission  on  World  Supplies 

Surveying  particularly  the  material  resources  of  the  British 
Empire  from  military  and  economic  standpoints,  that  report  di- 
vides important  supplies  into  those  mainly  or  wholly  produced 
within  the  Empire,  those  as  to  which  the  Empire's  production  and 
consumption  approximately  correspond,  and  those  as  to  which 
the  Empire  is  dependent  on  external  sources.  To  be  concrete,  the 
report  claims  for  various  designated  parts  of  the  British  Empire 
the  world's  chief  supplies  of  nickel,  cobalt,  asbestos,  mica,  kauri 
gum,  phorium  fibre,  diamonds,  ostrich  feathers,  jute,  palm  nuts 
and  palm  kernels,  something  less  than  one-half  the  wool,  a  larger 
per  cent  of  merino  wool,  and  more  than  half  the  gold  output.  At- 
tention is  given  both  to  the  military  and  economic  importance  of 
some  of  the  articles.  Doubt  is  expressed,  and  inquiry  prompted, 
as  to  whether,  at  present,  minerals,  obtained  from  foreign  sources, 
such  as  potash,  borax,  platinum,  and  quicksilver,  are  to  be  found 
within  the  boundaries  of  the  Empire.  The  relative  disadvantage 
of  the  Empire  in  the  production  of  petroleum,  and  the  value  of 
that  product  for  navy  use,  lead  to  the  recommendation  of  a 
policy  of  governmental  reservation  of  a  part-  of  the  public  do- 
main,  similar  to  that  adopted  in  the  United  States.  The  depend- 
ence of  the  people  of  the  British  Empire  is  recognized, — on  Ger- 
many for  potash,  on  Chile  for  deposits  of  nitrate  of  soda,  on  Ar- 
gentina for  maize — from  which  starch  and  industrial  alcohol  are 
procured — and  on  the  United  States  for  the  bulk  of  the  cotton  sup- 
ply. The  Report  of  the  Royal  Commission,  however,  goes  far 
beyond  mere  enumeration.  The  materials  embraced  in  the  group, 
and  admitted  to  be  under  alien  control,  are  treated  as  constitut- 
ing a  field  for  scientific  research  and  the  discovery  of  possible  sub- 
stitutes, while  the  division,  in  which  are  classified  the  materiab  for 
which  the  world  must  largely  or  wholly  look  to  the  British  Empire, 
is  frankly  stamped  with  signal  importance  (to  use  the  language 
of  the  Commission)  "as  a  powerful  means  of  economic  defense/ 
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Modern  CoTnmercial  Bargammg  Tendencies 

In  a  word,  in  the  era  when  tariff  systems  have  been  vitally  disar- 
ranged, and  commercial  treaties  have  well-nigh  disappeared,  in 
the  wreck  of  international  relations,  projects  are  rapidly  matur- 
ing in  the  various  involved  nations  looking  far  less  toward  liber- 
ated after-the-war  commerce  than  to  the  primary  economic  self- 
reliance  of  individual  nations,  largely  to  be  achieved  through  the 
importance  of  certain  ^^key"  resources  and  materials,  and  their  use 
both  defensively  and  offensively.  For,  of  course,  no  one  will  any 
longer  consider  economic  defense  as  differing  from  military  de- 
fense in  possibilities  of  aggressive  development.  It  is  a  satisfac- 
tion to  know  that  some  moderating  factors  present  themselves. 
One  is  the  common  group  of  problems  and  the  underlying  inter- 
dependence of  those  who  find  themselves  allied  in  tragic  destiny. 
Another  is  the  foreseen  certainty  that  war-incurred  obligations 
must  be  chiefly  met  and  canceled  in  the  peace  period  through  com- 
modity rather  than  specific  payments.  Perhaps  most  influential 
of  all  is  the  deepening  conviction  of  mankind  that  commerce  built 
upon  force  is  a  standing  invitation  to  recurring  war.  None  the 
less,  it  appears  quite  improbable  that  anything  approaching  trial 
of  the  commercial  Utopia  of  the  classic  economists  may  be  ex- 
pected in  the  near  after-the-war  period.  On  the  contrary,  pres- 
ent signs  indicate  that  the  necessary  task,  of  building,  in  a  measure 
anew,  the  world  structure  of  commercial  treaties  and  tariff  ar- 
rangements, will  be  approached  by  the  great  industrial  nations, 
notwithstanding  international  friendliness,  primarily  in  the  light 
of  bargaining  advantages  to  the  separate  states.  The  best  pres- 
ent promise  of  escape  is  by  the  avenue  of  such  international  con- 
trol of  essential  supplies  as  joint  wisdom  may  undertake  to  create. 
In  any  event,  imder  the  violent  impulse  of  war,  attention  is  being 
focused  on  the  paramount  importance  of  specific  economic  prizes — 
varied  by  the  discoveries  of  science  and  the  changing  needs  of  civi- 
lization— ^for  the  retention  or  procurement  of  which  future  com- 
mercial treaties  will  be  largely  shaped,  and  future  tariffs  some- 
«rhat  adjusted. 

Movements  Toward  Tariff  Revision  in  Frcmce^  Italy,  and  Japan 

The  era  beginning  with  the  return  of  peace  will  therefore  de- 
mand something  akin  to  professional  skill  in  the  consideration  of 
the  elements  at  stake,  the  forceful  presentation  of  those  factors  in 
official  conferences,  and  the  drafting,  with  discrimination  and  par- 
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ticularitj,  of  the  actual  agreem^its.  The  period  will  see  the  con- 
summation of  many  specially  negotiated  arrangements.  France 
has  legislative  committees,  practically  in  the  form  of  a  tariff  com- 
mission, investigating  tariff  duties  and  the  international  phases  of 
commercial  treaty  relations ;  and  there  is  general  expectation  that 
the  French  pre-war  tariff  system  is  about  to  imdergo  substantial 
changes.  In  Italy,  where  all  outstanding  commercial  arrange- 
ments are  being  formally  terminated,  elaborate  plans  are  on  foot 
for  the  establishment  of  a  tariff  system  to  be  based  on  agreements 
with  other  nations.  The  employment  of  concessional  and  retalia- 
tory tariffs  is  being  counted  on  to  assure  mutually  beneficial  ar- 
rangements, and  the  program  is  being  fortified  by  governmental 
studies  of  separate  Italian  industries,  now  in  progress  imder  the 
direction  of  a  Royal  Commission,  concerned  with  the  reform  of 
Italy's  tariff  system  and  commercial  treaties.  Similarly,  Japan, 
in  April  of  this  year,  created  an  Extraordinary  Investigation  De- 
partment, one  branch  of  which  is  concerned  with  tariff,  commer- 
cial, and  industrial  studies.  Representatives  of  the  various  coun- 
tries mentioned  are  not  confining  their  tariff  investigations  within 
the  borders  of  their  respective  coimtries,  but  are,  even  now,  visit- 
ing other  parts  of  the  world,  when  possible,  and  conferring  with 
representatives  of  the  various  governments,  in  the  different  na- 
tional capitals,  with  the  object,  among  others,  of  making  a  com- 
plete survey  of  the  opinions  of  world  leaders  on  the  significant  fea- 
tures of  economic  and  industrial  preparedness.  These  are  but  a 
few  of  the  signs  pointing  to  a  world  equipped  to  grapple  here- 
after, with  keener  perception,  and  from  a  fresh  viewpoint,  with 
tariff  and  commercial  problems.  It  thus  appears  that  in  differ- 
ent directions  there  is  an  assembling  of  all  available  tariff  and 
commercial  data.  Exhaustive  inquiry  is  being  prosecuted  into  the 
best  means  of  advancing  national  well-being  and  commercial  ex- 
pansion. There  is,  too,  as  a  necessary  part  of  wisdom,  searching 
examination  of  historical  backgrounds,  and  of  the  respective  out- 
looks of  leading  nations  on  commercial,  financial,  and  general  eco- 
nomic problems.  To  sketch  the  outlines  of  the  situation  in  its  tariff 
aspects,  and,  incidentally  inquire  into  the  existing  equipment  of 
the  United  States  for  adequately  meeting  the  tariff  and  commer- 
cial plans  of  other  countries,  in  their  new  economic  adventures, 
may,  therefore,  be  regarded  as  of  immediate  interest. 

It  is  unnecessary,  in  this  presence,  to  review,  in  detail,  the  di- 
verse tariff  systems  and  commercial  treaties  in  use  in  August, 
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1914i9  by  the  leading  countries  of  Europe  and  this  continent.  At 
prior  meetings  of  the  American  Economic  Association,  there  have 
been  occasional  excursions  into  that  field,  and  distinguished  and 
able  members  of  this  body  have  played  no  inconsiderable  part  in 
the  analysis  and  criticism  of  deficiencies  in  private  and  govern- 
mental machinery,  and  the  lack  of  commercial  and  legal  equipment 
for  meeting  the  world's  imperative  summoning  to  the  related  tasks 
of  statemanship.  Passing  reference  to  prior  and  existing  condi- 
tions may,  however,  even  here,  be  not  wholly  unprofitable. 

Tariff  Systems  of  the  United  States^  Canada,   Great  Britain^ 

France,  and  Gemumy 

Historically,  the  search  for  revenue  and  protection  to  young 
industries  marked  the  beginning  of  this  country's  autonomous 
tariff  exi>erience.  The  single  tariff  set  of  rates,  applicable  alike 
to  all  imported  commodities  of  whatever  origin,  fixed  by  congres- 
sional action  and  subject  only  to  congressional  change,  long  con- 
tinued as  the  prevailing  system  of  the  United  States.  From  time 
to  time  there  developed,  however,  certain  modifications  through 
commercial  agreements  and  authorized  presidential  action.  A 
striking  instance  of  the  former  was  our  reciprocity  agreement  with 
Canada  of  1854.  To  the  use  of  presidential  authority  I  shall 
make  brief  reference  later.  Generally  speaking,  it  may  however 
be  said  that  we  have  had  and  have  but  one  set  of  customs  duties. 
Our  northern  neighbor,  Canada,  in  contradistinction,  for  a  con- 
siderable period  has  used  a  so-called  ^^multiple"  system,  with  three 
outstanding  sets  of  rates,  in  addition  to  surtaxes  used  for  pen- 
alizing purposes — the  lowest  a  varying  scale  of  specified  duties 
amounting  to  preferences  for  the  encouragement  of  British  im- 
perial trade;  another  intermediate  group  of  rates,  the  benefits  of 
which  were,  in  1910,  extended  to  France,  and  through  the  opera- 
tion of  the  most-favored-nation  clause  in  Great  Britain's  commer- 
cial treaties,  to  numerous  other  countries ;  and  a  third,  higher  and 
general  set  of  rates,  applying  to  the  rest  of  the  world's  commo- 
dities, largely  including  those  of  the  United  States,  seeking  entry 
to  Canadian  markets.  In  Europe,  on  the  other  hand,  within  re- 
cent times,  several  tariff  systems  have  been  notable.  One  is  most 
naturally  identified  with  Great  Britain,  where,  through  adherence 
to  the  results  of  Cobden's  corn-law  agitation,  the  outbreak  of  the 
war  found  a  single  and  very  limited  set  of  customs  duties  applied, 
regardless  of  the  country  of  origin,  representing,  unlike  the  United 
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States,  a  policy  substantially  of  free  trade.  The  few  duties  so 
levied  were  frankly  imposed  without  other  significance  than  reve- 
nue purposes.  A  second  typical  European  tariff  system  is  that 
most  prominently  identified  with  France.  It  is  commonly  spoken 
of  under  the  designation  ^'maximum  and  minimum."  It  has  two 
sets  of  rates,  the  so-called  ^'maximum"  being  generally  applicable 
to  imports,  the  lower  or  ^'minimum"  set  being  reserved  for  ex- 
tension, through  commercial  treaties,  to  nations  offering  recipro- 
cal advantages.  Finally  must  be  mentioned  the  tariff  system 
long  and  typically  associated  with  Germany,  and  frequently  re- 
ferred to  as  ^^general  and  conventional."  The  higher  or  general 
rates  date  back  to  tariff  legislation  in  the  decade  following  the 
Franco-Grerman  War.  Those  rates  represented  the  standard  by 
and  from  which  concessions  were  computed.  The  conventional 
rates,  in  instances,  took  the  form  of  a  pledge  not  to  advance  the 
general  rates  within  a  given  time,  but  more  usually  and  in  the 
sense  commonly  understood  have  represented  a  lower  scale  of 
duties  built  on  and  resulting  from  commercial  agreements  with 
such  countries  as  Austria-Hungary,  Belgiiun,  Greece,  Italy, 
Portugal,  Roumania,  Russia,  Servia,  and  Sweden. 

Effect  of  European  and  American  Interpretation  of  tt^  Most- 

Fofoored-Nation  Clause 

As  these  references  will  remind  you,  during  the  last  half  century 
there  has  been  a  special  moulding  of  their  respective  tariff  sys- 
tems by  leading  nations,  with  the  object  of  trading  commercial 
benefits,  though,  of  course,  tariff  bargains  have  a  much  longer 
history.  Through  this  more  recent  period  it  should  also  be  re- 
called that  a  potent  element,  in  extending  the  influence  of  bar- 
gaining treaties,  has  been  the  most-favored-nation  clause  in 
such  treaties.  The  unconditional  European  interpretation  of  that 
clause  has  resulted  automatically  in  the  extension  to  other  coun- 
tries, sharing  such  treaty  privilege,  of  whatever  advantages  have 
been  conceded  by  any  one  of  the  treaty  group  to  the  products  of 
any  third  country.  It  will  be  remembered  that  this  extension  of 
treaty  benefits  has  not  always  occurred  without  serious  complaint 
in  France,  and,  under  different  circumstances,  in  Germany  against 
the  manner  of  its  operation.  In  France,  for  instance,  there  were 
at  times  protests  because  Germany,  after  the  Treaty  of  Frank- 
fort, through  the  most-favored-nation  clause,  had  access  to  French 
markets  on  the  same  terms  allowed  other  countries,  even  while 
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Grermany's  growing  protectionist  policy  was  excluding  France,  in 
common  with  other  countries,  from  Germany's  markets.  In  the 
United  States,  from  the  beginning,  a  different  interpretation  was 
placed  on  the  most-favored-nation  clause,  and  thereby  a  different 
policy  was  adopted.  As  is  well  known,  we  have  preserved  the  use 
of  such  forms  of  that  clause  as  have  enabled  our  government  to 
maintain,  and  the  Supreme  Court  of  the  United  States  to  sanc- 
tion, the  view  that  the  benefits  of  our  most-favored-nation  treat- 
ment pass  only  to  those  countries  making  concessions  to  us  which 
we  regard  as  equivalent  to  the  concessions  of  the  particular  coun- 
try entering  into  the  treaty.  We  have  in  addition  extended  with- 
out price  any  concessions  gratuitously  granted  by  us  elsewhere. 
Generally  speaking,  however,  with  us  mutual  disposition  to  ex- 
change benefits  does  not  suffice.  The  widening  of  the  American 
promise  becomes  effective  only  on  the  receipt  of  like  consideration. 
This  construction  favors  specialized  agreements.  It  enables  a 
country  with  extensive  economic  resources  to  practice  careful, 
perhaps  too  careful,  bargaining,  the  more  so  if  such  country  has 
efficient  and. mobile  bargaining  powers.  On  the  other  hand,  the 
^European  interpretation  of  the  clause  has  in  the  main  aided  the 
development  of  the  different  tariff  systems  abroad — ^more  especially 
the  general  and  conventional  system — during  the  last  half  cen- 
tury. It  has  simplified  a  complex  situation,  by  reason  of  its  di- 
rect tendency  to  prevent  the  substantial  nullification  of  conuner- 
cial  agreements  through  more  important  subsequent  concessions 
to  some  third  country  or  countries.  Though  Great  Britain  has 
generally  secured  most-favored  treatment,  from  a  bargaining 
standpoint,  by  virtue  of  her  policy  of  opening  her  ports  equally  to 
the  products  of  all  countries,  she  has  been  least  advantageously 
placed  to  gain  concessions.  Moreover,  the  self-governing  domin- 
ions of  Great  Britain,  in  recent  years,  in  the  development  of  their 
own  fiscal  and  tariff  policies,  have  been  more  and  more  insistent — 
under  conditions,  within  the  Empire,  of  proven  loyalty,  which 
Great  Britain  might  not  easily  ignore — on  their  emancipation 
from  the  most-favored-nation  obligations  in  the  commercial  agree- 
ments of  Great  Britain.  As  between  the  double  tariff  systems  of 
France  and  Germany,  that  of  France,  for  obvious  reasons,  has 
served  less  efficiently  as  a  bargaining  medium.  It  has  been  less 
elastic.  Both  its  maximum  and  minimum  rates  have  been  fixed 
by  the  legislative  branch  of  the  government,  whereas  the  Grerman 
conventional  rates  have  not  required  legislative  sanction.    Because 


290  America/n  Ecovomic  Association 

of  this  difFerence,  the  maximum  and  minimum  rates  of  France  have 
been  less  subject  to  flexible  change,  and,  the  fact  that,  in  certain 
instances,  the  concession  of  minimum  rates  with  most-favored- 
nation  benefits,  could  not  be  claimed  by  certain  other  countries 
coincided  with  a  series  of  disastrous  "tariff  wars,'* — ^notably  those 
in  which  France  became  involved  with  Spain,  Switzerland,  and 
Italy.  From  these  controversies  France  emerged,  with  her  trade 
seriously  impaired,  and  under  the  necessity  in  some  cases  of  mak- 
ing concessions  even  below  the  minimum  scale.  Germany,  while 
not  free  from  tariff  quarrels,  and,  while  occasionally  compelled  to 
yield  ground,  succeeded,  on  the  whole,  in  maintaining  her  own  eco- 
nomic program  and  in  negotiating  important  commercial  agree- 
ments, so  satisfactory  from  the  German  standpoint,  that,  after 
long  trial,  their  renewal  was  sought  and  obtained.  Moreover,  the 
specialization  in  tariff  classifications  resorted  to  by  Germany, 
though  often  criticised  as  evasive  of  commercial  agreements,  rep- 
resents a  striking  example  of  the  possibility  of  using  technical 
skill  and  accuracy  to  promote  commercial  profit.  It  is  patent, 
therefore,  that  the  elasticity  and  effectiveness  of  the  German 
practice  should  be  expertly  examined,  if  future  free-flowing  com- 
merce is  to  continue  subject  to  modification  by  bargaining  meth- 
ods and  conditions. 

The^  United  States  Has  No  Effective  Methods  for  Guarding 

Against  Discrimination 

In  the  face  of  these  European  conditions,  the  United  States,  at 
the  end  of  varied  and  unsatisfactory  experiments,  finds  itself  with- 
out either  a  definite  bargaining  policy  or  effective  weapons  for 
tariff  negotiations.  Our  isolation  from  Europe,  our  form  of  gov- 
ernment, and  our  internal  development  long  subordinated  the  con- 
sideration of  this  phase  of  our  tariff  question,  though  certain 
American  public  men,  among  them  Jefferson,  while  Secretary  of 
State  under  Washington,  early  urged  the  propriety  of  such  a 
commercial  program.  This  advocacy  has  found  support,  in  our 
generation,  among  such  representatives  of  a  different  general  pol- 
icy as  Secretary  of  State  Blaine  and  President  McKinley.  It  may, 
indeed,  be  doubted  whether  there  is  anything  fimdamentally  con- 
troversial in  the  proposal  to  establish  in  the  United  States,  in  con- 
junction with  our  tariff,  regardless  of  the  level  on  which  its  gen- 
eral rates  may  be  adjusted,  well-considered  provisions  for  tariff 
and  commercial  negotiations  with  foreign  countries.     Assuming 
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this  to  be  reasonable,  we  should  frankly  face  the  prospect  of  fu- 
ture and  similar  use  of  their  respective  tariff  systems  by  leading 
foreign  countries,  and  should  plan,  within  proper  limits,  to  safe- 
guard our  foreign  commerce  against  unfair  and  artificial  exclu- 
sion of  our  products,  and  arbitrary  and  avoidable  discrimination. 
To  achieve  this  is  to  do  more  than  borrow  a  leaf  from  the  book  of 
European  experience.  It  is  a  step  toward  economic  prepared- 
ness ;  an  illustration  of  our  capacity  for  meeting  and  solving,  with 
national  equipment  and  efficiency,  after-the-war  emergencies. 

Reciprocity  Experiments  of  the  United  States 

Some  review  of  our  past  shifting  experiments  along  these  lines, 
may,  at  once,  remind  us  of  forgotten  but  instructive  history,  and 
tend  to  clarify  our  conclusions.  The  pertinent  provisions  of,  and 
our  experiences  under,  the  respective  tariff  acts  of  1890,  1894, 
1897,  and  1918  are  susceptible  of  concise  summary.  The  reci- 
procity policy  inaugurated  by  the  Act  of  1890  gave  legal  author- 
ity to  the  President  of  the  United  States  to  impose  enumerated 
duties  on  a  few  specified  articles  embraced  in  the  free  list — chiefly, 
raw  and  uncured  hides,  tea,  coffee,  sugar,  and  molasses — ^when- 
ever the  President  was  satisfied  that  the  customs  duties  of  foreign 
countries  were  "reciprocally  unjust  or  unreasonable."  A  brief 
trial  of  the  law  resulted  in  a  substantial  lowering  in  certain  coun- 
tries, such  as  Cuba  and  Brazil,  of  import  duties  in  favor  of  the 
United  States.  With  the  ensuing  change  of  administration,  in 
1894  this  policy  was  reversed,  by  repeal.  In  1897  Congress  re- 
newed the  presidential  authority  of  the  Act  of  1890,  omitting 
sugar  and  hides  from,  and  adding  tonka  and  vanilla  beans  to,  the 
specified  articles,  and  further  provided  for  two  groups  of  com- 
mercial arrangements :  first,  agreements,  restricted  to  the  offer  by 
the  United  States  of  concessions  on  a  very  limited  set  of  articles — 
crude  tartar,  paintings,  statuary,  wines  and  certain  other  liquors 
— to  be  negotiated  and  proclaimed  by  the  President  without  the 
sanction  of  Congress  or  the  Senate ;  and  second,  general  commer- 
cial treaties  which  were  to  provide  for  reciprocal  reductions  in  du- 
ties on  any  articles,  subject  to  congressional  ratification,  and 
senatorial  approval.  As  events  developed,  only  the  former  of 
those  methods  proved  of  worth  in  the  negotiation  of  agreements. 
That  way  was  provided  by  the  third  section  of  the  Act  of  1897. 
The  authorization  of  the  presidential  proclamation  of  certain  re- 
ciprocal arrangements,  without  requirement  of  subsequent  con- 
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gressional  ratification,  resulted  in  a  number  of  tariff  agreements 
with  leading  European  countries.  For  example,  we  were  allowed 
in  July,  1900,  the  reduced  conventional  tariff  rates  of  Germany, 
provided  for  in  her  commercial  treaties  with  Austria-Hungary, 
Belgium,  Italy,  Roumania,  Russia,  Servia,  and  Switzerland;  and, 
in  return  for  our  concession  of  lower  duties  on  imported  crude 
tartar,  statuary,  paintings,  wines  and  other  specified  liquors,  we 
received  from  France  her  minimum  tariff  rates  on  lumber,  fruits, 
canned  meats,  lard,  and  some  other  commodities.  The  actual  ne* 
gotiation  of  these  agreements  was  entrusted,  between  1897  and 
1901,  to  a  Reciprocity  Commissioner,  John  A.  Kasson,  appointed 
by  President  McKinley,  after  the  passage  of  the  Act  of  1897.  Mr. 
Kasson,  also,  under  the  other  provision — ^the  fourth  section— of 
that  act  eventually  negotiated  a  series  of  tentative  treaties,  chiefly 
affecting  our  commerce  with  parts  of  the  West  Indies  and  South 
America,  and  with  France.  These  agreements,  however,  failed  to 
receive  the  ratification  of  the  Senate,  required  by  that  particular 
section.  In  1909  occurred  another  sharp  veering  in  our  tariff 
policy  toward  foreign  commerce.  Provisions  were  incorporated  in 
the  Tariff  Act  of  that  year  for  the  abrogation  of  the  treaties,  ac- 
tually negotiated  and  proclaimed  under  the  Act  of  1897.  Our 
mutual  preferential  arrangement  with  Cuba  alone  survived.  In 
place  of  our  previous  reciprocity  methods,  Congress  introduced 
the  novelty,  for  us,  of  a  substantial  recognition  of  the  double 
tariff  system,  providing  a  general  or  minimum  set  of  rates,  con- 
vertible into  a  maximum  range  of  duties,  by  the  addition  to  the 
general  rates  of  S6  per  cent  ad  valorem  on  all  articles.  The  Act 
of  1909  provided  for  such  maximum  duties  on  condition  that,  if 
the  President  became  satisfied  that  undue  discrimination  was  not 
being  practiced  by  particular  countries  against  the  products  of 
the  United  States,  such  countries  should  be  accorded  our  mini- 
mum rates  by  presidential  proclamation.  Minimum  rates  were 
eventually  accorded  to  all  coimtries,  though  with  some  hesitation, 
where  the  commodities  affected  were  those  of  Canada,  France,  and 
Grermany,  from  the  last  two  of  which  countries  important  trade 
and  tariff  concessions  were  first  obtained.  Gkrmany,  in  particu- 
lar, in  February,  1910,  yielded  us,  without  reservation,  her  con- 
ventional tariff  rates,  embraced  in  her  existing  commercial  treaties. 
Such,  broadly  speaking,  were  the  developments  of  our  tariff 
negotiation  experiments  prior  to  191S,  in  which  year  the  substance 
of  our  present  tariff  law  was  enacted,  and,  once  again,  our  sys- 
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tern  of  custom  duties  was  shifted.  The  fact  is,  that  the  maximum 
and  minimum  program,  in  the  form  adopted,  had  proven  unwieldy, 
since  the  necessity  of  maintaining  duties  of  S5  per  cent  ad 
valorem  on  the  products  of  any  country  dealing  unfairly  with  us 
would,  in  practice,  not  only  have  operated  with  severity  against 
the  commerce  of  the  offending  nation,  but,  incidentally,  would  have 
reacted,  with  two-edged  force,  against  our  own  interests,  by  ex- 
cluding articles  of  commercial  value  to  us.  The  conviction  that 
the  double  tariff  form  of  customs  duties,  contained  in  the  Act  of 
1909,  was  impractical  and  ill-advised,  led  to  its  repeal  in  1918. 
Unfortunately,  however,  the  latter  act  offered  no  substitute,  ex- 
cept general  authorization,  subject  to  submission  ^Ho  the  Congress 
of  the  United  States  for  ratification  or  rejection,"  given  t}o  the 
President  "to  negotiate  trade  agreements  with  foreign  nations, 
wherein  mutual  concessions  are  made  looking  toward  freer  rela- 
tions and  further  reciprocal  expansion  of  trade  and  commerce." 
This  authority,  of  course,  already  existed.  Its  declaration  was 
an  "about  face"  return  to  the  very  phase  of  the  Act  of  1897, 
which  proved  abortive  in  practice.  Nothing  has  so  far  been  ac- 
complished under  this  broad  section,  and,  in  the  light  both  of  our 
own  experience  as  reviewed  and  of  the  elaborate  plans  of  commer- 
cial penetration  maturing  abroad,  it  is  fairly  predictable  that, 
without  independent  and  far  more  favorable  factors,  the  improve- 
ment of  our  foreign  treaty  and  conunercial  situation  will  not  there- 
by be  achieved. 

Loch  of  Stability  in  Foreign  Tariff  Policy 

Obvious  and  striking  in  this  recital  are  the  ineffective  inconsis- 
tencies, and  lack  of  stability,  in  foreign  policy,  which  we  as  a  na- 
tion have  been  opposing  to  the  patient  and  well-nigh  age-to-agc 
persistence  characterizing  the  international  trade  and  tariff  poli- 
cies of  leading  foreign  countries.  We  have  recalled  that  the  plan 
of  negotiation,  based  on  threatened  higher  duties  unless  reciprocal 
rates  were  conceded,  adopted  in  1890,  W6is  repealed  in  1894.  It 
was  somewhat  renewed  in  1897,  but  the  emphasis  was  placed  else- 
where, and,  in  lieu  of  the  original  program,  results  were  obtained 
through  the  offer  of  lower  rates  in  return  for  like  concessions.  In 
1909  the  method  adopted  was  both  concessional  and  retaliatory. 
In  1913  we  returned  to  the  policy  of  negotiation,  subject  to  sub- 
sequent congressional  approval,  tried  and  found  wanting  in  the 
period  extending  from  1897  to  1901. 


294  American  Economic  Association 

Value  of  a  Perma/nent  Policy 

From  this  summary  of  experiences,  it  is  scarcely  difficult  to  de- 
duce certain  lessons,  both  as  to  procedure  worthy  of  adoption  and 
aims  to  be  held  before  us.  The  response  of  foreign  countries  to 
our  limited  experiments,  like  the  increasing  emphasis  everywhere 
on  the  value  of  natural  resources,  reveals  the  economic  usefulness 
of  pliable  instrumentalities  for  future  trade  negotiation  and  tariff 
adjustments.  For  example — ^while  our  endeavors,  in  some  re- 
spects, have  been  too  short-lived  to  sustain  many  clear  inferences 
— ^the  concessions  obtained  under  the  Act  of  1890 ;  the  agreements 
entered  into  under  the  Act  of  1897;  the  surrender  of  minimum 
rates  by  France,  and  conventional  rates  by  Germany,  induced  by 
the  Act  of  1909,  were  important  beyond  any  material  gain  se- 
cured. They  tended  to  demonstrate  tha^  an  economically  power- 
ful country  may,  under  normal  conditions,  break  through  the  walls 
of  commercial  discrimination,  into  the  field  where  special  favor 
is  neither  sought  nor  awarded. 

An  Available  Policy  for  the  United  States 

Considering  the  course  of  these  events,  and  the  whole  problem, 
nothing  has  appeared  safer,  more  available,  or  better  adapted  to 
prompt  action  than  power,  lodged  in  the  President  of  the  United 
States,  to  raise  or  lower,  as  conditions  and  sound  discretion  may 
dictate,  individual  customs  duties,  within  such  well-considered 
limits,  and  on  such  carefully  selected,  important  articles  as  Con- 
gress by  law  shall  specify.  The  constitutionality  of  the  method  is 
not  questionable.  It  has  been  fully  sustained, by  the  Supreme 
Court  of  the  United  States.  Advance  congressional  authority 
furnishes  a  continuing  check  on  possible  abuse,  while  subsequent 
ratification  has  proved  too  slow  and  cumbersome  a  method  for  such 
public  emergencies  as  those  with  which  the  world  is  becoming  only 
too  well  acquainted.  The  list  of  articles  embraced  in  such  pos- 
sible congressional  legislation  should  be  comprehensive,  rather  than 
closely  circumscribed,  since  the  commerce  at  stake  runs  through 
all  seas  to  the  four  comers  of  the  world.  Such  exercise  of  presi- 
dential authority  can  be  given  a  certain  scientific  character  and 
well-nigh  mechanical  precision,  if  we  bear  in  mind  those  selected 
resources  and  materials  concerning  which  the  stress  of  modem 
conditions  has  everywhere  produced  most  diligent  inquiry.  This 
will  compel  thoroughgoing  analysis,  both  of  the  prevailing  neces- 
sities and  the  chief  commercial  contributions  of  the  different  coun- 
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tries  of  the  globe.  It  will,  also,  involve  consideration  of  this 
country's  use  and  control  of  those  materials  which  determine  our 
economic  strength. 

The  exact  scope  to  be  given  the  exercise  of  such  executive  au- 
thority naturally  permits  of  divided  opinion.  In  the  light  of  our 
experience,  different  questions  invite  consideration.  For  instance, 
is  it  wise  to  fix  a  relatively  high  range  of  duties,  with  the  expec- 
tation that  substantial  reductions  will  be  promptly  proclaimed  by 
the  President  in  favor  of  those  countries  which  evidence  amicable 
fairness  in  their  attitude  toward  our  commerce,  while  we  leave  the 
products  of  other  countries  subject  to  the  levied  duties?  Or, 
should  we  impose  penalties,  in  the  nature  of  surtaxes,  on  some  or 
all  of  the  commodities  of  those  foreign  countries  which  subject  us 
to  disadvantageous  discrimination?  The  former  may  be  termed 
the  way  of  concession ;  the  latter  of  retaliation.  The  former  pro- 
cedure is,  perhaps,  subject  to  criticism  in  preparing  legislation 
with  an  eye  single  to  revenue ;  the  latter,  for  its  possible  implica- 
tion of  an  unfriendly  international  attitude.  While  the  conces- 
sional relation  is  always,  if  adequate,  to  be  preferred  to  the  re- 
taliatory, with  either  method  the  punitive  possibility  is  openly 
or  latently  present.  It  may,  therefore,  be  advisable  to  combine 
both  methods,  adding  a  frank  legislative  declaration  that  the  defi- 
nite object  sought  is  commercial  treatment  on  a  parity  with  that 
accorded  other  countries.  However,  the  two  indicated  modes  in- 
volve differences  of  detail,  provided  there  is  substantial  agree- 
ment on  the  wisdom  of  the  decision  to  vest  the  executive  branch 
of  the  government  with  authority  quickly  to  seek  the  abatement  of 
discrimination.  Certainly  the  defect  in  the  Act  of  1909  should 
not  be  revived;  the  President  should  be  permitted  to  distinguish 
between  those  among  the  offending  country's  commodities  which 
are  advantageous  or  necessary  to  us,  and  those  which  may  be 
barred,  without  harm  to  ourselves  and  with  the  most  influential 
resulting  economic  pressure  elsewhere.  Here,  again,  invaluable 
service  may  be  rendered  by  trained  and  unbiased  minds,  through 
the  judicious  accumulation  of  data,  calculated,  even-handedly  and 
without  exaggeration,  to  attain  the  desired  ends. 

Future  Federation 

It  is  perhaps,  inevitable  that  this  discussion  of  certain  phases 
of  our  future  commercial  problems,  precipitated  by  movements, 
the  world  over,  toward  economic  alliances,  national  self-sufficiency, 
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and  effective  tariff  policies,  conclude,  as  it  began,  with  mention  of 
the  unexampled  war,  now  uppermost  in  the  hearts  and  thoughts 
of  all  of  us.  My  purpose  has  been  wholly  misinterpreted  if  any 
one  has  construed  anything  said  as  in  the  nature  of  advocacy  of 
a  narrow  commercial  policy.  Such  inference  would  exactly  re- 
verse the  intent  of  these  remarks.  We  have  been  considering  the 
need  for  meeting  the  economic,  industrial,  and  commercial  plans 
of  other  nations  as  they  appear  to  be  evolving.  For  the  rest,  this 
is  a  time  for  profound  humility.  The  stricken  earth  is  crying  out 
for  a  new  dispensation.  If  ever  in  history,  untested  principles 
should,  one  and  all,  be  cast  aside,  and  a  future  constructed,  di- 
vorced from  whatever  the  past  has  condemned.  As  already  stated, 
in  this  category  the  proposal  of  "war-after-the-war**  clearly  falls. 
Recognizing  that,  hereafter,  commercial  treaty  policies  will  tend 
to  revert  to  the  use  of  familiar  methods,  we  should  determine  that 
our  efficiency  along  these  lines  shall  be  used  to  gain  equality  and 
exclude  favor.  The  universal  demand  for  peace  of  durable  quality 
is  summoning  superficial  men  to  fundamental  perceptions,  and 
learned  men  to  deeper  insight  and  revelation.  If  peace  is  to  pre- 
vail, economic  discrimination  must,  more  and  more,  suffer  curtail- 
ment. Such  suggestions  as  priority  in  the  use  of  raw  materials  in 
the  reconstruction  after  the  war  of  the  devastated  regions  of  Eu- 
rope, and  the  use  of  economic  weapons  by  a  League  of  Peace,  in 
an  effort  to  avoid  the  employment  of  military  force,  are  of  some- 
what temporary  character,  and  may  have  weight  provided  those 
policies  are  impartially  confined  to  their  objects.  There  may, 
likewise,  be  necessary,  for  an  indefinite  time,  certain  special  ex- 
ceptions, capable  of  general  classification,  in  trade  policies,  based 
bn  such  well-known  circumstances  as  established  political  ties,  inti- 
mate geographical  relationship,  and  common  racial  history.  But 
through  and  beyond  such  conditions  and  the  immediate  future,  we 
should  seek  a  rebuilt,  permanently  peaceful  earth,  of  respected  and 
self-respecting  nationalities,  close-knit  in  bonds  of  international 
friendliness  and  eventual  federation.  Neither  the  weight  of  our 
burdens  nor  the  tumult  of  our  indignation  should  turn  us  from  our 
path.  Treaty  and  tariff  policies  should  aim  at  the  extermination, 
not  the  promotion,  of  discrimination.  Economic  alliances,  except 
in  extremity,  should  be  studiously  shunned,  because  of  their  ten- 
dency toward  compulsion  and  hostility.  Our  object  should  be 
liberated,  not  shackled,  commerce;  our  means,  friendly;  our  spirit, 
international,  inviting  the  beneficent  give  and  take  of  co5perative 
right  action,  in  an  orderly,  united,  and  self-governing  world. 


MINUTES  OF  BUSINESS  MEETINGS 
December  28  and  29,  1917 

In  accordance  with  prior  announcement  a  business  meeting  of  the 
Association  was  held  in  the  Gold  Room^  Hotel  Adelphia^  Philadelphia, 
on  Friday,  December  28,  at  8 :45  a.m.,  with  President  Conunons  in  the 
chair. 

The  annual  reports  of  the  Secretary,  the  Treasurer,  the  Auditing 
Committee,  and  the  Managing  Editor  of  the  American  Economic  Re- 
view were  read,  and  each  was,  by  vote,  approved. 

The  report  of  the  Committee  on  Instruction  in  Economics  in  Sec- 
ondary Schools  was  presented  by  the  Secretary.  It  was  voted  that 
the  report  be  received  and  printed  and  that  the  committee  be  dis- 
charged. 

The  Committee  on  Coordination  in  Taxation  presented,  through  its 
chairman,  Mr.  R.  R.  Bowker,  a  preliminary  report.  It  was  voted 
that  the  report  be  received  and  printed  and  that  the  committee  be 
continued. 

The  chairman  of  the  Committee  on  Federal  Work  in  Statistics,  Pro- 
fessor W.  F.  Willcox,  presented  an  informal  report,  relating  primarily 
to  the  committee's  discussions  of  the  desirability  of  a  central  statisti- 
cal commission,  and  asked  that  the  committee  be  discharged.  By  vote, 
the  report  was  received  and  the  committee  was  discharged. 

The  Secretary  presented  a  resolution  submitted  by  Mr.  W.  P.  Goe- 
mann,  embodying  a  proposed  recommendation  that  the  statute  creating 
the  Federal  Trade  Commission  should  be  so  amended  as  to  make  it 
mandatory  that  at  least  one  member  of  that  Commission  be  a  trained 
economist.    By  vote,  the  resolution  was  laid  upon  the  table. 

The  following  matters  were  referred  to  the  Executive  Committee 
with  power: 

1.  A  communication  from  the  United  States  Commissioner  of  Edu- 
cation, inviting  the  Association  to  appoint  two  members  of  a  joint 
committee  on  the  recasting  of  the  courses  in  social  sciences  offered  in 
colleges  of  arts  and  sciences. 

2.  A  conmiunication  from  the  Board  of  Education  of  the  Northern 
Baptist  Convention,  asking  for  the  appointment  of  an  advisory  com- 
mittee upon  the  problems  of  college  training  for  the  duties  of  citi- 
senshlp. 

8.  A  communication  from  Professor  Evarts  B.  Greene,  Secretary  of 
the  Council  of  the  American  Historical  Association,  suggesting  the 
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appointment  of  a  committee  to  consider^  with  committees  of  allied 
organisations^  possible  methods  of  cooperation  between  snch  organi- 
zations in  war  service. 

4.  A  communication  from  Professor  F.  J.  Teggart  asking  for  the 
appointment  of  a  committee  to  cooperate  with  comniittees  of  other  or- 
ganizations in  planning  ways  and  means  of  bringing  up  to  date  and 
continuing  the  bibliographical  apparatus  that  has  fallen  into  arrears 
by  reason  of  the  war. 

The  President  announced  the  appointment  of  the  following  com- 
mittees: 

On  Nominations:  H.  W.  Farnam^  R.  T.  £ly^  M.  B.  Hammond^  W.  C. 
Mitchell^  E.  R.  A.  Seligman. 

On  Resolutions:  F.  A.  Fetter^  D.  R.  Dewey^  G.  £.  Bamett. 

Professor  £.  R.  A.  Seligman  presented  a  resolution  authorizing  the 
appointment  of  a  committee  on  the  relation  of  the  Association  to  the 
economic  problems  growing  out  of  the  war.  This  motion^  was^  by 
vote,  referred  to  the  Committee  on  Resolutions. 

Professor  R.  T.  Ely  offered  a  resolution  recommending  a  govern- 
mental investigation  of  the  problem  of  the  colonization  of  soldiers  and 
sailors  upon  the  land.  It  was  voted  to  refer  the  resolution  to  the 
Committee  on  Resolutions. 


A  business  meeting  of  the  Association  was  held  in  Roberts  Hall, 
tiaverford  College,  Haverford,  Pennsylvania,  on  Saturday,  December 
29,  at  10:80  a.m.,  with  President  Commons  in  the  chair. 

The  Committee  on  Resolutions  presented,  as  its  report,  the  follow- 
ing resolutions: 

Resolved,  That  the  Executive  Committee  be  authorized  to  appoint  a  special 
committee  on  the  relation  of  this  Association  to  the  economic  problems  grow- 
ing out  of  the  war,  to  take  such  action,  short  of  committing  the  Association 
on  any  matter  of  policy  or  expenditure,  as  it  may  decide  to  be  expedient 

Resolved,  That  the  American  Economic  Association  recommends  that  a 
scientific  investigation  be  made  by  some  suitable  gdvemmental  agency  of  the 
colonisation  of  soldiers  and  sailors  upon  the  land  as  one  of  the  plans  for 
demobilization  at  the  close  of  the  war. 

Resolved,  That  the  American  Economic  Association,  holding  its  thirtieth 
annual  meeting  at  Philadelphia  and  Haverford,  expresses  its  warm  apprecia- 
tion of  the  services  of  the  local  committee  on  arrangements,  and  Its  cordial 
thanks  for  the  hospitality  extended  to  the  Association  by  the  University  of 
Pennsylvania  and  Haverford  College. 

Each  resolution  was,  by  separate  vote,  adopted. 
A  communication  from  Professor  Irving  Fisher,  proffering  the  fol- 
lowing resolution,  was  presented  to  the  Association: 
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Rsiolcsd,  That  the  Executive  Committee  be  authorised  to  appoint  a  com- 
mittee to  investigate  the  purchasing  power  of  money  in  relation  to  the  war, 
and  to  publish  the  report  or  reports  of  the  committee  in  advance  of  the  next 
meeting  of  the  Association. 

Upon  motion  of  Professor  R.  T.  Ely  this  resolution  was  laid  upon 
the  table^  but  later^  upon  motion  of  Professor  Irving  Fisher^  this  action 
was  reconsidered  and  the  resolution  was  then  adopted. 

Professor  H.  W.  Farnam^  for  the  Committee  on  Nominations^  re- 
ported the  following  nominations  for  election  to  offices  for  the  year 
1918: 

President^  Irving  Fisher;  Vice-Presidents,  Frank  A.  Vanderlip, 
Edith  Abbott,  £.  L.  Bogart;  members  of  the  Executive  Committee, 
Wm.  Z.  Ripley^  H.  B.  Gardner;  members  of  the  Editorial  Board, 
George  £.  Barnett,  Lewis  H.  Haney;  Secretary  and  Treasurer,  Allyn 
A.  Young. 

It  was  unanimously  voted  to  instruct  the  Secretary  to  cast  the  vote 
of  the  members  present  for  the  persons  thus  nominated.  The  vote 
was  so  cast  and  the  officers  named  were  elected. 


A  meeting  of  the  Executive  Committee  was  held  in  Roberts  Hall, 
Haverford  College,  at  1:00  p.m.,  Saturday,  November  29.  The  fol- 
lowing members  were  chosen  for  the  committees  authorized  by  vote 
of  the  Association: 

Committee  on  the  Economic  Problems  of  the  War:  E.  R.  A.  Selig- 
man  (chairman),  W.  F.  Willcox,  J.  H.  Hollander. 

Committee  on  the  Purchasing  Power  of  Money:  Irving  Fisher 
(chairman),  W.  C.  Mitchell,  B.  M.  Anderson,  Jr.,  A.  C.  Miller,  E.  W. 
Kemmerec,  Royal  Meeker,  W.  M.  Persons. 


REPORT  OF  THE  SECRETARY  FOR  THE  YEAR  ENDING 

DECEMBER  18,  1917 

A  meeting  of  the  Executive  Committee  was  held  at  the  City  Clnb^ 
New  York,  on  June  2,  1917.  There  were  present  President  Conmions 
and  Messrs.  Babson,  Fairchild,  Farnam,  Fetter,  Mitchell,  Wildman, 
Willcox,  and  Young. 

At  the  request  of  President  Conmions  it  was  voted  to  hold  the  an- 
nual meeting  for  1917  in  ^Philadelphia,  instead  of  Rochester,  which 
had  been  the  original  choice. 

A  proposal  to  constitute  a  number  of  committees  to  investigate  and 
report  upon  some  of  the  principal  economic  problems  of  the  war  re* 
ceived  an  adverse  vote.  The  opinion  of  the  majority  was  that  such 
a  step  might  possibly  result  in  the  unnecessary  duplication  of  work 
already  being  done  by  other  agencies,  and  that  it  would  be  contrary 
to  the  traditions  of  the  Association  and,  in  particular,  to  the  provision 
of  our  constitution  that  "the  Association  as  such  will  take  no  partisan 
attitude,  nor  will  it  commit  its  members  to  any  position  on  practical 
economic  questions."  It  was  agreed,  however,  that  the  Association 
might  advisably  do  what  it  could  to  aid  the  government  in  securing  the 
services  of  economic  experts  and  to  inform  such  economists  as  desire 
to  enter  the  national  service  with  respect  to  the  particular  employ- 
ments in  which  they  might  be  most  useful.  For  the  purpose  of  further- 
ing these  ends,  a  special  committee  was  appointed,  with  headquarters 
in  Washington,  consisting  of  F.  W.  Taussig  (chairman),  G.  E.  Barnett, 
and  the  Secretary  of  the  Association. 

In  accordance  with  this  purpose  the  Executive  Committee  of  the 
Association  has  made  an  arrangement  with  the  United  States  Civil 
Service  Commission  at  Washington  by  which  the  special  committee 
mentioned  above  will  cooperate  with  the  Civil  Service  Commission  in 
the  registration  of  economic  experts  for  governmental  service.  The 
Civil  Service  Commission  has  accordingly  distributed  to  members  of 
the  Association  a  return  registration  blank  in  which  members  are  re- 
quested to  state  their  special  fields  of  interest,  their  professional  equip- 
ment, and  for  what  duration  they  could  accept  appointment  in  case 
of  urgent  governmental  need. 

The  Secretary  is  glad  to  be  able  to  report  a  small  net  gain  in  mem- 
bership and  a  notable  net  gain  in  subscriptions  to  our  Publications. 
The  figures  follow: 


Business  Meetings  SOI 

Members  and  subscribers  in  December,  1916 9480 

Annual  members  in  December,  1916 8081 

Members  resigned  in  1917 136 

Members  removed  for  lack  of  address 0 

Members  dropped  for  non-payment  of  dues 59 

Members  dropped  because  of  war  conditions 8 

Annual  members  died •. 15 

Annual  members  changed  to  life  members 4 

330 

1801 

New  members  added  in  1917 9T4 

Subscribers  changed  to  annual  members 3 

977 

Total  annual  members  in  1917 9078 

Life  members  in  December,  1916 83 

Life  members  died  in  1917 3 

80 

Annual  members  changed  to  life  members  in  1917 4 

Subscriber  changed  to  life  member 1 

—  5 

Total  life  members  in  December,  1917 85 

Honorary  members   6 

Total  members  in  December  1917 9169 

Subscribers  in   December,   1916 369 

Subscriptions  discontinued  in  1917 35 

Subscribers  changed  to  annual  members 3 

Subscriber  changed  to  life  member 1 

—  39 

New  subscriptions  in  1917 103 

Total  subscriptions  in  December,  1917 433 

Total  members  and  subscribers  in  December,  1917 9609 

Net  gain  in  annual  members 47 

Net  gain  in  life  members 9 

Net  gain  in  subscribers 64 

Total  net  gain   113 

It  is  with  regret  that  the  Secretary  has  to  make  record  of  the  deaths 
of  eighteen  of  onr  members,  one  of  whom  was  serving  as  vice-presi- 
dent of  the  Association  for  the  year  1917. 

Baily^  Joshua  L.  Hyde,  J.  W. 

Blanchard,  Marshall  F.  Merritt^  Thomas  P. 

Bronson,  Samuel  L.  Neeb,  Charles  W. 

Brooks,  Joseph  J.  Palen,  Rufus  J. 

Davis,  Horace  (Life  Member)  Timlin,  W.  H. 

Eastman,  Samuel  C.  Wallace,  George  M. 

Grey,  Albert  Henry  George  White,  Horace  (Life  Member) 

(Earl)   (Life  Member)  Wicker,  George  R. 

Hopewell,  John  Woodward,  S.  W. 
Huntington,  Francis  C. 
Respectfully  Submitted. 

Allyn  a.  Young, 

Secretary. 


REPORT  OF  THE  TREASURER  FOR  THE  YEAR  ENDING 
DECEMBER  18,  1917 
The  transactions  of  the  Treasurer's  office  daring  the  year  are  sum- 
marised in  the  following  exhibit  of  receipts  and  expenditures.  A 
balance  sheet  and  income  statement  are  presented  by  the  Aaditing 
Committee,  in  its  report. 

Cash  Riceifis  akd  EzpcKDrnrBSS,  191T 
Cash  on  hand  December  19,  1916 $1,395.95 

Mraabership    Dues $10,010.99 

Life  Hemberihips   fiOO.OO 

Reprints  of  1916 2.25 

Subscriptions   3,1«.T9 

Sales  of  PubUcations M9.91 

Interest  SS9.84 

13,46159 

flT,T5S43 

Birptnditwrti 

Expenses  of  Committee $M.7T 

Publications 

Review   Printing    82,971.6* 

Review  Editorial  2,T67.00 

Review  Expenses  and  Supplies 1,47T.31 

Proceedings    1,088.48 

Sundry  Pub'n  Expenses   78.58 

8381.01 

Secretary's  Office 

Office  Salaries   $1,773,11 

Traveling  Expense  95.87 

Stationery  and  Printing 218.7S 

Office  Supplies 40.31 

Office  Postage  33S.T9 

Telegraph  and  Telephone 47.T9 

Express  .99 

Miscellaneous    Expense 5.6S 

Annual   Meetmg    171.99 

2,689J3 

Insurance    64.50 

Storage  of  Publications 50.00 


REPORT  OF  THE  AUDITING  (COMMITTEE 

Ithaca,  N.  Y.,  December  22,  1917. 
To  the  American  Economic  Association: 

An  audit  in  detail  of  the  accounts  of  the  Secretary-Treasurer  of  the 
Association,  for  the  fiscal  year  ended  December  18,  1917,  has  been 
made  by  assistants  under  the  direction  of  your  committee.  The  ac- 
companying statement  of  income  and  outgo,  balance  sheet,  and  exhibit 
of  charges  and  credits  to  surplus,  are  in  our  opinion  correct,  and  we 
certify  that  the  ledger  accounts  are  in  full  agreement  with  the  balance 
sheet  here  presented. 

Very  respectfully, 

Donald   English, 
RoBBBT  A.  Campbell, 
Abbott  Payson  Ubhbb, 

Auditing  Committee. 

Balakcb  Shekt 

A  nets  Liabilities 

Cash  in  Bank $401.44      Membership  Dues  Prepaid.      9300.00 

Cash  in  Savings  Accounts..     6,126.98      Accounts  Payable 1,167.33 

Investments  Life  Memberships 1,000.00 

liberty  Loan,  4's..  $1,000  Reserves: 

Unitea  Fruit  Com-  Defaulted        Membership 

pany % V,'s of  1933    3,000  Dues  Receivable..  $500 

3,000.00         Bad    Accounts    Re- 
Membership  Dues  Receivable    l^S8SS            ceivable 35 

Accounts  Receivable 109.86  535.00 

Furniture   and    Fixtures   in  Surplus 8393.51 

Secretary-Treasurer's  Office  350.00 

$11,375.88  $11,375.83 

SlTBPLTTB   ACOOUXT 

Balance,  December  30,  1916 $8,079.40 

Miscellaneous  Credits — net 88.88 


$8,118.30 

Defaulted  Membership  Duesi $635.30 

Less  Reserve 500.00 

$135  JO 

UncoUectible  Accounts  Receivable^ $17.70 

Less  Reserve  50.00 

83J0 

93.90 


$8,035.40 
Net  Surplus,  1917 368.11 

Surplus,  December  18,  1917 $8,393.51 

I  Amounts  of  1916  and  prior. 
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IvcoMM  SrATBiacirT 
Ordinary  Income 

Dues  910^1.79 

Less  Defaulted^  131 J5 

Net    $10^90.54 

Interest  339.64 

$10^730.18 

Ordinary  Outgo 

Office  Salaries  ^1,773.11 

Traveling  Expense 95^7 

Stationery  and  Office  Printing 918.73 

Postage   336.37 

Office  Supplies   40.31 

Telephone  and  Telegraph 47.79 

Freight  and  Cartage .99 

Annual  Meeting  171 J9 

Committee  Expense 46.77 

Depredation  of  Furniture  and  Fixtures 86.00 

Miscellaneous  6.66 

ji,760.88 

Excess    of   Ordinary    Income 97,96930 

Publication  Outgo 

Printing    93,76937 

Editorial  Salary  1,600.00 

Contributional   1,967.00 

Editorial  Expense  and  Supplies 1,47731 

Proceedings  and  Handbook^ 1,491.16 

Sundry  Expenses  76.68 

99,604.41 

Storage  of  Publications  60.00 

Insurance    64.60 

114.60 

99,618.91 
Publication  Income 

Subscriptions  99,183.64 

Less  Defaulted^   36.00 

99,148.64 

Sales  of  Publications 394.18 

9,649.79 

Excess  of  Publication  Outgo 7,076.19 

Gross  Surplus 9893.11 

Reserve  for  Defaulted  Membership  Dues 9600.00 

Reserve  for  Bad  Accounts  Receivable 96.00 

696.00 

Net  Surplus  for  the  year 9368.11 

'Due  from  Members  for  1916  publications. 

•  Includes  cost  of  printing  Index. 

*Due  from  subscribers  for  1916  publications. 


REPORT  OF  THE  MANAGING  EDITOR  OF  THE  AMERICAN 
ECONOMIC  REVIEW  FOR  THE  YEAR  ENDING 

m 

DECEMBER,  1917 

The  publication  of  the  American  Economic  Rbyikw  has  been  obliged 
to  meet  continued  rising  costs  during  the  past  year.  In  my  report  of 
last  year  it  was  stated  that,  if  higher  prices  prevailed,  the  cost  of  the 
journal  jeould  probably  be  increased  by  $500.  This  anticipation  has 
proved  to  be  approximately  correct,  the  total  cost  for  the  year  being 
$8006.68  as  compared  with  $7694.06  in  1916.  By  principal  items  the 
cost  has  been  as  follows: 

Printing    $8762.87 

Salary  of  editor IdOO.OO 

Payments  to  contributors 1267.00 

Clerical  assistance 1151.80 

Supplies    827.01 


$8006.68 

Further  analysis  shows  that  the  expenditure  for  printing  is  $505.10 
greater  than  in  1916,  due  for  the  most  part  to  increased  cost  of  paper. 
Some  slight  reductions  have  been  made  in  items  for  payments  to  con- 
tributors, clerical  assistance,  and  supplies.  A  saving  was  also  made 
by  printing  only  984  pages,  the  smallest  number  since  1911.  On  the 
other  hand,  the  average  edition  published  was  8050  copies  as  compared 
with  2900  in  1916. 

The  following  have  served  as  editors:  Professor  Clive  Day  and 
Professor  H.  J.  Davenport,  whose  terms  expire  this  year;  Professor 
T.  W.  Page  and  Dr.  J.  L.  Coulter,  whose  terms  expire  in  1918;  and 
Professor  F.  A.  Fetter  and  Professor  H.  E.  Mills,  whose  terms  ex- 
pire in  1919. 

In  the  abstracting  of  periodicals  Professor  Adriance  has  found  it 
necessary  to  resign,  owing  to  government  work,  and  Professor  A.  N. 
Young  now  has  charge  of  the  department  of  Theory.  In  the  field  of 
Commerce,  Professor  Copeland,  who  also  has  engaged  in  national  ser- 
vice, has  been  succeeded  by  Professor  Tosdal  of  Boston  University ; 
Professor  Watson  has  been  succeeded  in  the  department  of  Charities 
by  Dr.  George  B.  Mangold  of  the  Missouri  School  of  Social  Economy; 
and  Professor  Bailey,  in  Population,  by  Professor  A.  B.  Wolfe.  The 
editors  wish  to  express  their  sincere  appreciation  of  the  faithful  co- 
operation of  the  members  whose  resignations  have  been  noted. 

During  the  past  year  127  persons  have  cooperated  in  writing  for  the 
Review,  including  leading  articles,  reviews,  document  notes,  and  peri- 
odical abstracts. 
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Appended  are  comparative  tables  showing  the  distribution  of  con- 
tents and  costs  hy  principal  items^  in  continnation  of  tables  preyi- 
onsly  given. 

Davis  R.  Dewey, 

Managing  Editor, 


Table  1.    Paqss  Oivbk  to  Bach  Section 


I 


1911 
1912 
1918 
1914 
1915 
1916 
1917 


MS 

1 


842 
291 
847 
827 
814 
888 
878 


a 


804 
298 
268 
248 
267 
256 
192 


62 
101 
104 
186 
90 
91 
110 


89 
110 
141 
118 
142 

90 
127 


188 
186 
167 
166 
144 
140 
120 


I 


40 
41 
48 
85 
42 
46 
42 


I 
It 


8 
11 

8 
10 
14 
18 
16 


978 
1088 
1078 
1080 
1008 
1024 

984 


Table  2.    Kumbbk  of  Items  ik  Each  Section 


1911 
1912 
1918 
1914 
1915 
1916 
1917 


21 
17 
20 
20 
16 
24 
20 


II 


207 
218 
198 
145 
186 
143 
100 


786 
1452 
1416 
1576 
1062 
1024 
1156 


27 
82 
42 
88 
29 
22 
25 


1^ 


1074 
1727 
1877 
2021 
1758 
1586 
1441 
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TaBLX  8.      PXRCkNTAGK  GiVBN  TO   EaCH  SeCTIOK 


i 


1 


I 


•8 


II 


! 

o 


1911 
1912 
1913 
1914 
1916 
1916 
1917 


84.9 
28.0 
82.2 
81.8 
81.8 
87.9 
87.4 


81.0 
28.7 
24.9 
28.6 
26.7 
26.0 
19.7 


6.2 
9.6 
9.6 

18.2 
9.0 
8.9 

11.1 


9.1 
10.6 
18.0 
11.0 
14.2 

8.8 
12.9 


18.4 
17.9 
16.6 
16.1 
14.4 
18.7 
12.2 


4.0 
4.0 
4.0 
8.4 
4.2 
4.6 
4.2 


.8 
1.0 
.7 
.9 
1.8 
1.2 
1.2 


TaBLX  4.      EXPSKDITURES 


i 


I 


1911 
1912 
1918 
1914 
1916 
1916 
1917 


12496.18 
8220.88 
8828.01 
8028.62: 
2884.91 
8267.27 
8762.87 


11600.00 
1600.00 
1600.00 
1600.00 
1600.00 
1600.00 
1600.00 


ll 

&6 


11820.26 
1114.60 
1268.86 

1812.26 
1210.00 
1422.60 
1267.00. 


I 


$866.60 
794.89 
988.09 
1286.29 
1171.87 
1178.98 
1161.80 


I 

(0 


1418.61 
*^92.68 
826.10  i 
469.18 
286.86 
889.86 
826.01 


I 


1186.16 


$6780.69 
6922.90 
7404.66 
7631.84 
7008.64 
7694.06 
8006.68 


REPORT  OF  COMMITTEE  ON  ECONOMICS  IN  SECONDARY 

SCHOOLS 

To  collect  data  on  the  teaching  of  Economics  in  our  secondary 
schools  the  following  questionnaire  was  sent  to  the  president  of  each 
college  and  university  in  the  United  States  with  the  request  that  it  be 
handed  to  the  member  of  the  faculty  in  charge  of  the  work  in  begin- 
ning Economics.  Answers  were  received  from  approximately  200 
colleges  and  from  70  universities. 

To  Teachers  of  Economics  in  universities  and  colleges: 

The  undersigned  have  been  appointed  by  the  American  Economic  Associa- 
tion as  a  committee  to  make  an  investigation  of  Economics  as  a  study  in  sec- 
ondary schools,  and  we  bespeak  your  cooperation.  Kindly  fill  out  and  return 
this  sheet.  We  trust  that  the  second  question  will  not  cai|^e  you  more  trouble 
dum  to  call  for  a  show  of  hands  in  class. 

(Signed)  £.  T.  Towkb,  Chairman,  Univernty  of  N.  Dakota, 

Grand  Forks,  N,  Dak. 
G.  O.  ViETUXy  University  of  Nebraska, 

Lincoln,  Nehr. 
F.  R.  Clow,  State  Normal  School, 
Oshkosh,  Wis. 
1.  How  many  students  in  your  institution  are  taking  beginning  Economics? 
9,  How  many  of  them  had  previously  studied  the  following  subjects  in  a 
secondary  school: 

a.  Economics   

b.  Industrial  History  

c.  Sociology   

S.  Do  you  notice  any  difference  in  the  quality  of  the  work  of  those  who 
havc^  and  those  who  have  not,  previously  studied  Economics? 

4,  Give  any  information  you  may  have  as  to  whether  any  one  of  these  three 
subjects  is  either  increasing  or  decreasing  in  prominence  in  high  schools. 

5.  (a)  Do  you  favor  the  teaching  of  Economics  in  the  high  school? 

(b)  Give  your  opinion  of  its  relative  value  as  compared  with  Industrial 
History  and  Sociology. 

(c)  What  phase  of  Economics   (theory,  description,  history,  problems) 
and  what  method  of  teaching  do  you  consider  most  suitable  for  high  schools? 

Signed   

Name  of  Institution 

The  answers  to  the  first  question  showed  that  there  were  2S,680 
students  taking  beginning  Economics  in  these  institutions.  Of 
this  total  number  (Question  2)  1774  (7.8  per  cent)  had  preyiously 
studied  Economics  in  a  secondary  school,  867  (1.6  per  cent)  had 
studied  Industrial  History,  and  154  (.68  per  cent)  had  studied  Sociol- 
*ogy.  In  other  words,  of  the  total  number  taking  beginning  Economics 
In  our  colleges  and  universities  about  1  in  every  18  had  had  previous 
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work  in  the  subject^  1  in  62  had  had  work  in  Industrial  History,  and 
1  in  147  had  had  work  in  Sociology. 

There  was  apparently  quite  a  difference  of  opinion  regarding  the 
quality  of  the  work  of  those  who  had,  and  those  who  had  not,  pre- 
viously studied  Economics.  Forty-five  stated  that  they  did  notice  a 
difference  in  the  quality  of  the  work  of  those  who  had  previously  stud- 
ied the  subject,  67  stated  that  they  did  not  notice  any  difference,  and 
28  expressed  themselves  as  not  having  sufficient  evidence  to  form  an 
opinion.  The  advantages  of  having  previously  studied  the  sub- 
ject were  given  as:  "It  made  the  students  more  familiar  with  the 
tools  at  least";  "They  displayed  greater  interest  in  the  subject";  and 
"They  were  better  able  to  grasp  new  concepts."  Of  those  who  no- 
ticed no  difference  in  the  quality  of  the  work  or  felt  that  previous 
study  of  the  subject  was  positively  harmful,  several  suggested  that 
the  earlier  work  was  too  superficial,  that  often  prejudices  were  created 
which  it  was  difficult  to  overcome,  or  that  the  students  seemed 
"weighted  with  laws  and  definitions  which  they  had  memorised  and 
tried  to  substitute  for  independent  thinking." 

The  answers  to  Question  4  showed  that  the  opinion  was  practically 
unanimous  that  Econmnics  was  increasing  in  prominence  in  high 
schools.  Forty-eight  expressed  the  opinion  that  all  three  subjects 
were  increasing  in  prominence;  in  addition  to  these,  64  thought  that 
Economics,  21  that  Industrial  History,  and  6  that  Sociology,  was  in- 
creasing. Only  one  expressed  the  opinion  that  all  were  decreasing  in 
importance,  8  thought  that  they  were  not  increasing,  and  S  thought 
that  Economics  was  not  increasing.  These  latter  S  were  from  Wiscon- 
sin. In  this  state  Economics  got  quite  a  start  in  the  high  schools 
about  twenty  years  ago,  but  figures  were  given  showing  that  a  smaller 
proportion  of  the  high  schools  were  offering  courses  in  Economics  now 
than  a  few  years  ago. 

To  the  question,  "Do  you  favor  the  teaching  of  Economics  in  the 
high  school  ?"  115  replied  that  they  did,  64  that  they  did  not,  and  78 
that  they  did  conditionally.  Of  the  latter  the  greater  number  stated 
that  they  favored  the  teaching  of  Economics  in  the  high  school  for 
those  who  did  not  go  farther  than  the  high  school.  Others  stated  that 
they  favored  it  provided  teachers  adequately  prepared  to  teach  the 
subject  could  be  found. 

In  asking  for  the  opinion  of  teachers  of  Economics  relative  to  the 
value  of  that  subject  as  a  high-school  study  as  compared  with  Indus- 
trial History  and  Sociology,  the  committee  appreciated  that  some 
might  feel  that  it  would  be  difficult  to  secure  answers  quite  independ- 
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ent  of  any  personal  bias.  However^  it  was  thought  that  the  opinions 
of  economists  on  this  subject  would  be  of  value  because  economists 
would  be  best  acquainted  with  the  subject  matter^  would  have  a  knowl* 
edge  of  the  appropriateness  of  this  subject  matter  for  a  high-school 
course,  and,  furthermore,  practically  all  economists  have  had  more  or 
less  training  in  both  Industrial  History  and  Sociology.  In  the  replies 
105  expressed  a  preference  for  Economics,  58  for  Industrial  History, 
and  11  for  Sociology.  In  addition  to  these,  21  expressed  a  preference 
for  Economics  and  Industrial  History  and  8  for  Sociology  and  Indus- 
trial History. 

A  careful  analysis  of  the  replies  to  Question  5c  shows  an  almost 
unanimous  opinion  that  distinctly  theoretical  Economics  has  no  place 
in  a  high  school.  Out  of  the  entire  number  of  replies  only  2  favored 
"theory"  as  the  phase  of  Economics  most  suitable  for  high  schools; 
19  favored  a  combination  of  theory  and  problems,  6  theory  and  de- 
scription, and  2  theory  and  history;  11  suggested  a  combination  of  all 
four  phases — ^that  is,  theory,  description,  history,  and  problems.  The 
opinion  expressed  was  very  decidedly  in  favor  of  description  and 
problems;  82  expressed  a  preference  for  problems,  29  for  description, 
and  50  for  description  and  problems;  17  expressed  a  preference  for 
history,  17  for  history  and  problems,  and  28  for  history  and  descrip- 
tion. Combining  these  we  have  184  expressing  a  preference  for  de- 
scription, problems  or  history,  or  some  combination  of  these. 

Another  fairly  accurate  view  of  the  relative  weight  attached  to  these 
different  phases  of  Economics  is  found  in  totaling  the  several  phases 
mentioned.  This  shows  that  "problems"  were  mentioned  by  145, 
"description"  by  182,  "history"  by  88,  and  "theory"  by  40.  From  the 
answers  received,  then,  there  seems  to  be  a  very  general  concensus  of 
opinion  that  for  secondary  school  work  in  Economics  there  should  be 
comparatively  little  theory,  and  that  only  in  combination  with  de- 
scriptions and  problems;  that  the  emphasis  should  be  rather  upon 
concrete  economic  problems,  supplemented  by  a  considerable  descrip- 
tive material,  and  some  history. 

The  committee  wrote  to  all  of  the  state  superintendents  of  public 
instruction,  asking  for  the  number  of  high  schools  in  which  Economics 
is  taught  and  the  number  of  pupils  taking  the  study.  The  same  ques- 
tions were  asked  with  reference  to  Sociology  and  Industrial  History, 
because  there  has  been  a  recent  movement  to  substitute  these  studies 
for  Economics. 

The  states  which  gave  the  number  of  pupils  who  studied  Economics 
in  high  schools  during  a  year  are  listed  in  the  following  table.    Some 
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of  them  also  gave  the  number  of  high  schools  in  which  Economics  was 
taught.  In  order  to  show  the  significance  of  these  figures  for  pupils 
and  schools,  the  total  numbers  of  pupils  and  schools  in  each  state  are 
given  for  comparison.  The  asterisk  *  indicates  that  the  figures  were 
taken  from  the  report  of  the  United  States  Commissioner  of  Educa- 
tion for  1914. 

Number  of  High  Schools  ix  Sevebal  States,  Number  of  Pupils  ATTCirDiKo» 
AND  Number  Tabino  Ecokomxcs  ik  Such  Schools  in  Oxte  Year 


Pupils 

All  Pupils 

Schools 

All 

States 

Taking 

In  High 

Offering 

High 

Economics 

Schooki 

Economics 

Schools 

California 

1579 

♦54738 

68 

♦234 

Connecticut 

139 

♦17754 

Idaho 

88 

7155 

Indiana 

84 

49999 

1 

592 

Iowa 

10480 

♦45877 

518 

♦588 

Louisiana 

6 

♦8158 

1 

♦111 

Minnesota 

1152 

39530 

57 

221 

Missouri 

736 

51665 

49 

598 

Nebraska 

359 

♦25716 

19 

♦377 

North  Carolina 

29 

16783 

3 

570 

North  Dakota 

227 

8035 

24 

128 

Ohio 

24,10 

♦77398 

225? 

♦811 

Washington 

1837 

♦26036 

West  Virginia 

245 

♦7804 

10? 

♦96 

The  following  additional  information  with  reference  to  Economics 

was  given  in  the  replies: 

Alabama:  Given  in  a  majority  of  high  schools. 

Idaho:    A  bulletin  issued  in  1915  recommends  Economics  or  Sociology. 

Iowa:   Economics  required  in  normal  training  high  schools. 

Kansas:  Given  in  about  twenty  high  schools  out  of  423.^ 

Kentucky:  An  optional  study;  given  in  a  dozen  of  the  larger  schools. 

Louisiana:  More  schools  expected  to  offer  Economics  this  year. 

Minnesota:  Number  of  students  increased  50  per  cent  in  last  five  years. 

Missouri:    The  third  year  Economics  has  been  taught 

Montana:   Elective  in  nearly  all  that  have  a  four  years'  course. 

Nevada:   An  optional  study,  taught  in  several  schools. 

New  Jersey:  In  a  few  schools.  Department  of  Public  Instruction  has  issued 
a  syllabus  on  Economics  with  suggestions  for  teaching. 

New  York:*  1336  examination  papers  in  Economics  written  in  approved  sec- 
ondary schools.  The  'Hendency  is  to  combine  the  study  of  economic  questions 
with  the  study  of  History." 

North  Dakota:  ''In  practically  all  first-class  high  schools."  The  proportion 
of  pupils  taking  Economics  is  increasing. 

Oregon:    "Not  more  than  six  schools  offering  these  subjects." 

Pennsylvania:  299  pupils  in  eight  schools;  about  30  schools  in  all  offer 
Economics  out  of  the  total  886.^ 

South  Dakota:   Three  schools  in  1914-15. 
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Tennessee  t  Two  schools  out  of  179. 

Washington:  The  students  taking  Economics  are  about  one-third  of  all  in 
the  twelfth  grade. 

West  Virginia:   Over  twice  as  many  as  two  years  ago. 

Wisconsin:  "The  usual  difficulty  with  this  work  is  that  it  is  made  too  tech- 
nical and  too  scientific  to  be  within  the  interest  and  capacity  of  most  high- 
school  pupils.  I  should  think  that  possibly  10  per  cent  of  the  high  schoob 
offer  Economics  as  a  separate  study." 

The  returns  for  Sociology  are  as  follows: 
California:   Four  schools  and  85  pupils. 
Indiana:  (^e  school,  150  pupils. 
Iowa:    Five  or  6  schools. 

Minnesota:  Authorized  but  not  given  in  any  high  schooL 
North  Carolina:   Two  schools  and  18  pupils. 

Pennsylvania:  Only  half  a  dozen  schools  outside  of  Philadelphia  and 
Pittsburgh. 

For  Industrial  History  the  returns  are  as  follows: 
California:  19  schools  and  430  pupils. 
Connecticut:  308  pupils. 
Idaho:   5  pupils. 
Iowa:   18  schools. 

Maryland:  In  half  a  dozen  schools  in  connection  with  English  and  Ameri- 
can History. 
Nebraska:    History  of  Commerce  in  one  school,  70  pupils. 
Wisconsin:    Not  a  separate  study;  included  in  the  year  of  American  History. 

There  are  nine  states  from  which  no  replies  have  been  received. 
South  Carolina  and  Delaware  reply  that  no  courses  are  given  in  these 
subjects.  Maryland  high  schools  offer  neither  Economics  nor 
Sociology. 

The  following  states  reply  that  they  have  no  data  at  hand  from 
which  to  answer  our  questions :  Florida^  Maine^  Massachusetts^  Michi- 
gan^ New  Jersey^  Rhode  Island,  Tezas^  Vermont^  Virginia^  and 
Wyoming. 

E.  T.  TowNB, 

G.  O.  ViRTITB, 

F.  R.  Clow, 

Committee. 


REPORT  OF  THE  COMMITTEE  ON  COORDINATION 

IN  TAXATION 

Your  Committee  on  Coordination  in  Taxation  presents  a  prelimi- 
nary and  tentative  report  only^  because  of  the  facts  that  war  pressure^ 
in  this  as  in  other  fields^  prevents  other  than  academic  consideration^ 
and  that  the  committee  has  been  able  to  act  only  through  correspond- 
ence. But  the  further  facts  that  our  taxation  is  in  a  state  of  flux^  that 
the  needs  of  the  national  government  have  taken  it  into  fields  usually 
reserved  for  state  taxation^  and  that  both  taxation  and  coordination 
demand  and  receive  continuing  and  increasing  attention,  make  it  seem 
desirable  to  present  a  basis  for  further  discussion. 

The  committee  was  appointed  by  the  executive  board  late  in  1916, 
as  the  result  of  a  motion  of  R.  R.  Bowker,  referred  to  it  from  the 
Washington  conference,  and  consisted  of  Professor  T.  S.  Adams  of 
Yale  University,  as  chairman.  Professor  H.  L.  Lutz  of  the  Depart- 
ment of  Economics  of  Oberlin  College,  Professor  H.  C.  Adams  of  the 
Department  of  Finance  of  the  University  of  Michigan,  Honorable 
Ogden  L.  Mills,  lawyer  and  state  senator,  chairman  of  the  New  York 
Legislative  Committee  on  Taxation,  and  R.  R.  Bowker,  business  ex- 
ecutive and  author  of  various  economic  writings.  Professor  T.  S. 
Adams  declined  to  serve,  because  of  ill  health  and  pressure  upon  his 
time,  but  was  induced  to  remain  as  a  member  of  the  committee.  R.  R. 
Bowker  was  appointed  in  his  place,  and  has  served  as  acting  chairman. 
Mr.  Mills  departed  for  France  in  army  service  early  in  the  year,  and 
has  left  a  vacancy  in  the  committee. 

The  committee,  in  endeavoring  to  practice  as  well  as  to  preach  co- 
ordination, communicated  with  the  chairmen  of  the  several  commit- 
tees of  the  National  Tax  Association,  working  in  cognate  fields,  i.e.. 
Committee  on  a  Model  System  of  State  Taxation,  of  which  Professor 
Charles  J.  Bullock  of  Harvard  University  is  chairman.  Committee  on 
Public  Expenditures,  of  which  Herbert  J.  Hagerman,  president  of  the 
Taxpayers'  Association  of  New  Mexico  is  chairman,  and  Conmiittee  on 
Inheritance  Tax  as  Related  Between  State  and  Federal  Revenue  Sys- 
tems, of  which  Nils  P.  Haugen  of  the  Wisconsin  Tax  Commission  is 
chairman.  Each  of  these  committees  reported,  with  the  exception  of 
the  Committee  on  Public  Expenditures,  that  it  had  not  prepared  a  re- 
port or  reached  conclusions.  A  copy  of  each  communication  sent  to 
the  several  members  of  your  committee  was  sent  simultaneously  to 
the  N.  T.  A.  committees  indicated  above,  and  most  of  the  chairmen 
have  assisted  your  committee  through  correspondence. 
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Important  recent  material  in  connection  with  this  rabject  is  to  be 
found  in  the  federal  census  publications  (1914-15)  on  "Wealth,  Debt 
and  Taxation"  and  cognate  subjects,  the  New  York  State  report 
(1916)  of  the  Joint  Legislative  Committee  on  Taxation,  of  which  Og- 
den  L.  Mills  was  chairman,  and  the  report  (1916)  of  the  Major's 
Conmiittee  on  Taxation  in  New  York  Cily,  of  which  £.  R.  A.  Selig- 
man  was  chairman. of  the  executiye  committee.  These  publications 
make  the  work  of  your  committee  the  more  proper  and  timely. 

Segregation  of  taxes  and  coordination  in  taxation  are  desirable  as 
means  toward  the  end  of  obtaining  the  needed  revenue  for  our  fed- 
j6ral,  state,  and  local  governments  in  the  simplest,  most  efficient,  and 
least  objectionable  way;  but  any  plans  must  stand  the  test  of  fitting 
best  into  our  political  and  economic  order.  The  inequities  resulting 
trom  the  use  of  local  assessments  for  state  taxation  have  been  partly 
met  by  the  device  of  a  state  tax  commission,  or  other  central  authority, 
to  supervise  and  equalize  such  assessments,  but  it  is  evident  that  in 
face  of  the  enormous  and  complicated  burdens  of  taxation  now  in 
view,  the  widest  and  most  careful  foresight  is  necessary  toward  a  co- 
<>rdinated  system  for  the  future,  in  which  the  comprehensive  budget 
«nd  a  centralized  authority  in  appropriations  will  be  a  part,  but  a 
part  only. 

The  precis  following,  originally  a  basis  for  discussion  by  the  com- 
mittee, has  been  reshaped  and  modified  in  accordance  with,  as  far  as 
practicable,  the  opinions  of  its  several  members.  It  is,  of  course,  im* 
posBihle,  in  our  present  stage  of  taxation,  to  present  any  entirely  logi- 
cal schedule,  in  view  of  the  confusion  existing  between  subjects, 
methods,  means,  or  purposes  of  taxation,  e.g.,  taxes  on  imports  or 
through  inheritances,  or  by  use  of  stamps,  or  for  roads. 

National,  necessarily — 

Import  taxes,  i.e.,  customs  duties,  necessarily  national  because  for- 
bidden by  United  States  Constitution  to  states. 

Export  taxes:  not  used  in  United  States,  and  forbidden  by  United 

States  Constitution. 

National,  preferably — 

Excise  taxes  on  manufacture  (or  distribution,  or  consumption)  of 
liquors,  tobacco,  and  other  luxuries  or  other  commodities.  Preferably 
national,  especially  on  manufacture,  lest  industries  should  be  driven 
or  induced  from  one  state  to  another  by  higher  or  lower  taxation. 

Income  taxes — ^usually  with  exemption  of  minimum  and  with  dif- 
ferential and  graded  tax  rates.  Preferably  national,  for  like  reason. 
If  used  also  by  states^  levy  should  be  on  the  same  scheme  as  national 
basis,  to  prevent  complications. 

Stamps — Stamp  taxes  are  chiefly  objectionable  because  of  the  per- 
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sonal  time  and  labor  required  in  providing  and  handling  them  dispro- 
2>ortionate  to  the  revenue  collected  through  them.  Stamp  taxes  on 
receipts^  express  service^  telegrams^  and  other  particularist  taxes^  as 
on  railroad  and  theatre  tickets^  as  well  as  like  taxes  collected  from 
telephone  companies^  are  as  a  matter  of  practice  transferred  by  extra 
charges  to  the  consumer^  and  constitute  an  additional  burden^  not  on 
the  operating  companies^  but  to  the  user.  When  levied^  they  should 
be  national;  as  uniformity  is  an  important  feature. 

Profits  taxes  on  corporations  or  individuals^  have  not  the  disadvant- 
age of  sales  taxes,  because  they  do  not  add  to  price.  Preferably  na- 
tional to  insure  even  justice  among  the  states,  but  may  properly  be 
divided  with  the  states  under  a  mutual  collecting  system.  The  diffi- 
culty in  taxing  excess  profits  is  that  of  obtaining  a  fair  basis  of  in- 
vestment of  valuation,  but  this  is  perhaps  less  difficult  than  obtaining 
true  returns  for  many  other  forms  of  taxation. 

State,  necessarily — 

Realty  taxes — On  land  and  on  improvements,  separately  or  to- 
gether are  necessarily  state,  because  theoretically  the  sovereign  state 
owns  the  land,  and  because  federal  direct  tax  could  not  be  levied,  ex- 
cept in  proportion  to  population,  without  further  amendment  of  the 
Constitution.  Usually  shared  with  local  divisions  of  the  state,  levied 
and  collected  by  one  agency  for  both. 

State,  questionably — 

Inheritance  taxes  preferably  state,  if  income  taxes  are  left  to  the 
national  government.  Evidence  and  opinions  differ  as  to  whether 
owners  of  considerable  fortunes,  except  in  occasional  instances,  change 
state  residence  to  avoid  high  inheritance  taxes,  in  which  case  national 
levy  and  collection  would  have  advantages,  as  in  respect  to  income 
taxes. 

Road  taxes,  for  construction  and  maintenance  of  roads,  formerly 
levied  on  abutters  by  "day's  work,"  necessarily  changed  in  relation 
by  automobile  use  delocalizing  them.  Levied  on  users,  through  auto- 
mobile licenses,  the  tax  falls  less  on  local  people  than  on  automobile 
owners.  This  is  properly  not  a  license  tax,  but  a  use  tax,  and  should 
be  levied  for  the  benefit  of  the  state  or  locality,  in  the  proportion  in 
which  each  constructs  or  maintains  roads. 

State,  preferably — 

Corporation  taxes,  as  such,  belong  theoretically  to  the  body  creating 
the  corporation,  usually  the  state.  Levied  on  organization  or  stock 
issues,  or  dividends,  or  earnings,  they  have  become  the  means  by  which 
one  state  endeavors  to  obtain  a  larger  proportion  of  corporate  organi- 
zations incorporated  under  its  laws,  which  has  led  to  large  abuses. 
Corporation  taxes  may,  therefore,  be  levied  more  wisely  as  income  or 
profit  taxes,  uniform  among  the  states. 

Local,  preferably — 

Licenses  for  the  practice  of  callings,  or  for  like  purposes,  are  prop- 
erly a  source  of  local  revenue,  since  the  calling  is  attracted  to  a  par- 
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ticular  place  by  local  advantages.     Thej  have  the  added  advantage^ 
t.g,,  in  New  York  City,  that  suburban  residents  in  other  states  or 
counties  are  thus  called  upon  to  contribute  their  quota  of  taxation  to 
the  community  in  which  they  earn. 
Ohjectionahle  taxes — 

Sales  taxes  are  peculiarly  objectionable  because,  repeated  at  each 
stage  of  distribution,  they  fall  ultimately,  in  increasing  ratio  with 
each  transfer,  on  the  ultimate  consumer,  increasing  prices  in  geo- 
metrical ratio. 

Personal  property  taxes,  though  general  in  use,  have  long  been  con- 
demned by  economists  as  at  present  levied,  though  favored  by  some 
under  improved  methods  of  classification,  as  practiced  in  Minnesota. 
Differing  among  the  states,  they  have  the  immediate  effect  of  driving 
taxpayers  from  one  state  to  another,  or  inducing  changes  to  states 
offering  lower  rates.  They  are  also  productive  of  falsity  and  trickery, 
and  should  in  general  give  place  to  better  taxing  methods. 

Poll  taxes,  or  the  tax  per  head,  are  usually  levied  upon  voters, 
sometimes  with  the  denial  of  the  right  to  vote  unless  the  poll  tax  is 
paid.  The  tax  thus  becomes  a  method  of  buying  votes,  and  has  been 
abandoned  in  most  states  as  unproductive  of  revenue  and  ill-advised 
in  practice,  though  theoretically  justifiable. 

This  schedule,  it  should  be  noted,  covers  in  large  generalization  taxes 
in  common  use  or  under  discussion,  or  experiment,  without  attempting 
to  discuss  in  any  wise  the  subsidiary  questions  involved,  as  the  "single 
tax,"  the  desirability  of  few  rather  than  multiplied  subjects  and  meth- 
ods of  taxation,  the  incidence  or  shifting  of  the  several  taxes,  or  the 
relative  value  or  character  of  taxes,  except  as  clearly  objectionable 
taxes  are  indicated  as  such.  Whether  or  to  what  extent  it  may  be  de- 
sirable to  consider  these  mooted  questions  in  connection  with  the  pres- 
ent investigation,  has  not  been  determined  by  the  committee,  but  it  is 
evident  that  one  important  topic  is  essential  in  the  discussion  of  co- 
ordination— ^the  possible  allotment  of  certain  taxes,  as  income  and  in- 
heritance taxes,  between  the  federal  and  state  governments,  as  the 
proceeds  of  land  taxes  are  now  allotted  between  state  and  local  gov- 
ernments. Certain  dangers  of  such  allotment,  which  would  have  been 
serious  previous  to  the  Civil  War,  may  now  be  considered  as  passed; 
but  if  there  is  to  be  such  allotment,  more  careful  coordination  between 
federal  and  state  authorities  will  be  a  sine  qua  non,  with  assessments 
rolls  in  common  or  open  each  to  the  other,  and  whether  federal  or  state 
machinery  shall  be  used,  must  also  have  careful  consideration.  Cog- 
nate with  this  subject  is  the  suggestion  already  in  practice  in  Con- 
necticut with  respect  to  income  taxation,  that  a  state  tax  should  be  a 
surtax  on  the  basis  of  the  federal  taxes;  while  it  goes  without  sajring 
that  the  closest  practical  approach  to  uniformity  of  tax  legislation 
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among  the  several  states  is  necessary  for  proper  equalization  of  tax- 
ation. This  preliminary  report  is  presented  as  merely  an  outline  sur^ 
vey  of  the  field  of  discussion^  and  makes  little  attempt  at  solutions  or 
recommendations. 

The  committee  will  be  glad  to  receive  comment^  criticism,  and  sug- 
gestion from  any  member  of  the  Association;  and  it  asks  that  it  may 
be  continued  with  a  view  to  further  report,  and  that  it  may  have  power 
to  fill  vacancies  within  its  membership,  unless  filled  by  the  President 
of  the  Association.^ 

Respectfully  submitted. 

R.  R.  BowKER,  Acting  Chairman, 

1  Professor  Lutz  concurs  in  this  report;  Professor  T.  S.  Adams  notes  the 
exception  that  he  considers  inheritance  as  well  as  income  taxes  should  be  pri- 
marily federal;  Prof.  H.  C.  Adams  non-concurs,  emphasizing  "the  market 
Jurisdiction  of  industries'*  in  relation  to  taxation. 
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4.  Third  Annual  Meeting:  Report  of  the  Proceedings.    Pp.  X23.  75 

5.  Malthus  and  Ricardo,  by  S.  N.  PaUen ;  The  Studv  of  Sutistics,  by  D.  R. 

Dewey;  Analysis  in  Political  Economy,  by  W.  W.  FolwelL    I^  69,       75 

6.  An  Honest  Dollar.    By  E.  Benjamin  Andrews.    Pp.  50.  75 
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Volmne  V,  1890 

I.    The  Indiutrial  Transition  in  Japan.    By  Yeijiro  One.    P]p.  laa.  uoo 

a.    Two  Easayi  on  Child-Labor.     By  W.  F.  Willonghby  and  Clare  dt 

Graffenried.    P^.  150.  .75 

3-4.    Papen  on  the  Canal  Question.  By  £.  J.  James  and  L.  lii.  Haunt   Pp.  85.  ijoo 

5.  History  of  the  New  York  Property  Tax.    By  J.  C  Schwab,    rp.  10&         Z.00 

6.  The  Educational  Value  of  Political  Economy.    By  S.  N.  Patten.    Pp.  i5.    .75 

Volume  VI.  zSgz 

1-2,    Fourth  Annual  Meeting:  Reports^  Papers,  Discussions.  1.00 

3.    Government  Forestry.   Papers  by  Pmchot,  Bowers,  and  Femow.    Pp.  loa.  .75 

4-5.  Municipal  Ownership  of  Gas  in  the  U.  S.    By  E.  W.  Bemis.    Pp.  185.  1.00 

(X    State  Railroad  Commissions.    By  F.  C  Qark.    Pp.  no.  .75 

Vduina  VII,  1891 

I.    *  The  Silver  Situation  in  the  United  States.   By  F.  W.  Taussig.    F!p.  118.       .75 
a-3.    **Shifting  and  Incidence  of  Tascation.    By  £.  R.  A  Seligman.    Pp.  424 

t  (Revised).  ajoo 

-S    Sinking  Funds.    By  Edward  A  Ross.    Pp.  1061  1.00 

.    The  Reaprodty  Treaty  with  Canada  of  1854.    By  F.  £.  Haynes.    Fp.  70.     .75 

Volume  VIII,  2893 

I.    Fifth  Annual  Meeting:  Report  of  the  Proceedings.    Pp.  130.  .75 

2-3.    Housing  of  the  Poor  in  American  Cities.    Bv  M.  T.  Reynolds.    Pp.  13a.  1.00 

4-5.    Public  Assistance  of  the  Poor  in  France,    fiy  £.  G.  Bsdch.    Pp.  i8a  1.00 

&    First  Stages  of  the  Tariff  Polipy  of  the  U.  S.    By  William  HilL    Pp.  x6a.  1.00 

Volume  IX,  1894 

Sixth  Annual  Meeting:  Hand-Book  and  Report    Pp.  73.  .50 

1-2.    **Pro^essive  Taxation  in  Theory  and  Practice.     By  Edwin  R.  A 

Sehgman.    Pp.  222.     (Sig  1908,  No.  4,)  1.00 

3.  The  Theory  of  TrangwrUtion.    By  C  H.  Coolev.    Pp.  148.  .75 

4.  Sir  William  Petty.    By  Wilson  Lloyd  Bevan.    Pp.  102.  .75 
5-6.    Papers  on  Labor  Problems.   By  J.  B.  Clark,  C  D.  Wright,  D.  R.  Dewey. 

A.  T.  Hadley,  and  J.  G.  Brooks.    Pp.  94.  .75 

Volume  X,  x88s 

Seventh  Annual  Meeting:  Hand-Book  and  Report    Pp.  138.  .50 

1-3.    The  Canadian  Banking  System,  i8i7-i8ga     By  R.  M.  Breckenridge. 

P^.  47&  1.50 

4.    Poor  Laws  of  Massachusetts  and  New  York.     By  John   Cummings. 

Pp.  ia6.  .75 

5-61    Letters  of  Ricardo  to  McCulloch,  1816-1833.    Edited  by  J.  H.  Hdltnder. 

Pp.  204.    (In  Cloth,  ti.T5')  IJ»S 

Vc^ume  XI,  1896 

1-3.    Race  Traits  and  Tendencies  of  the  American  Negro.   By  F.  L.  Hoffman. 

Fp-  ^.  1.25 

4,    Appreciation  and  Interest    By  Irving  Fisher.    Pp.  no.  .75 

*General  Index  to  Volumes  I-XI  (1886-1896).  .25 
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SCONOMIC  STUDIES 

PriM  of  the  Kcmwnric  Stadkf  |2.S0  per  TohnM  ia  paper,  |3.00  ia  doth.    Tkm  Mt  el  f < 
rehoMi^  fa.dotl^  110.00. 

Volmns  I,  ZS96 

Eiffiiih  Annual  Meeting:  Hand-Book  and  Report    Pp.  17S.  4P 

1.  The  Theory  of  Economic  Progress,  by  J.  B.  Clark;  The  Relation  of 

Changes  in  the  Volume  of  the  Currency  to  Prosperity.    By  F.  A 
Walker.    Ppu  46.  ^ 

2.  The  Adjustment  of  Wages  to  Effiden^.    Three  Papers:  Gain  Sharing, 

by  H.  R.  Towne;  The  Premium  Plan,  by  F.  A  Halsey;  A  Piece- 
Kate  System,  by  F.  W.  Taylor.    Pp.  83.  ^ 

3.  The  Populist  Movement    By  Frank  L.  McVey.    Pp.  81.  ^ 

4.  The  Present  Monetary  Situation.    By  W.  Lexis.    Translated  by  John 
Ctunmin^     Pp.  72.  _  .so 


5-6.    The  Street  Railway  Problem  in  Qevelaiid.   By  W.  R.  Hopkins.    Pp.  94>  -75 

Volume  II,  XS97 

Ninth  Annual  Meeting:  Hand-Book  and  Report    Pp.  16a.  .50 

1.  Economics  and  Jurisprudence.    By  Henry  C  Adams.    Fp,  48.  .50 

2.  The  Saloon  Question  in  Chicago.    By  John  E,  Geoige.    Pp.  62.  .50 

3.  The  General  Property  Tax  in  California.    By  C  C  Plehn.    Pp.  88.  .50 

4.  Area  and  Population  of  the  United  States  at  the  Eleventh  Census.    By 

W.  F.  WiUcox.  Pp.60.  .50 
S    A  Discussion  Concerning  the  Currencies  of  the  British  Plantations  in 

America,  etc.     By   William  Douglass.     Edited  tqr   C  J.   BuUodc 

Pp.  228.  .50 
6.    Density  and  Distribution  of  Population  in  the  United   States  at  the 

Eleventh  Census.    By  W.  F.  Wilkox.    Pp.  79.  .50 

Volume  III,  Z898 

Tenth  Annual  Meeting:  Hand-Book  and  Report    Pp.  136.  .50 

1.  Government  by  Injunction.    By  William  H.  Dunbar.    F^.  44.  .50 

2.  Economic  Aspects  of  Railroad  Receiverships.    By  H.  H.  Swain.  Pp.  iiR  .50 

3.  The  Ohio  Tax  Inquisitor  Law.    By  T.  N.  Carver.    Pp.  5a  .50 

4.  The  American  Federation  of  Labor.    Bv  Morton  A.  Aldrich.    Pp.  5^  .50 

5.  Housing  of  the  Working  People  in  Yonkers.    By  R  L.  Bogart    Pp.  ».  .50 

6.  The  State  Purchase  of  Railways  in  Switzerland.    By  Horace  Michelle; 

translated  by  John  Cummings.    Pp.  72.  ^ 

Volume  IV,  1899 

Eleventh  Annual  Meeting:  Hand-Book  and  Report    Pp.  126.  ^ 

1.  I.  Economics  and  Politics.    By  A  T.  Hadley.    II.  Report  on  Currency 

Reform.    III.  Report  on  the  Twelfth  Census.    Pp.  7a  .50 

2.  Personal  Competition.    By  Charles  H.  Cooley.    Pp.  104.  ^ 

3.  Economics  as  a  School  Study.    By  F.  R.  Clow.    Pp.  72.  .50 
-5.    The  English  Income  Tax.    By  J.  A.  Hill.    Pp.  162.  1.00 

(and  last).    ^Effects  of  Recent  Changes  in  Monetary  Standards  upon 

the  Distribution  of  Wealth.    By  F.  S.  Kinder.    Pp.  91.  so 


i 


NEW  SERIES 


I.    The  Cotton  Industry.    By  M.  B.  Hammond.    Pp.  382.    (In  cloth  Ujoo.)  x.50 
a.    Scope  and  Method  of  the  Twelfth  Census.    Critical  discussion  hy  over 

twenty  statistical  experts.    Pp.  625.     (In  cloth  $2.50.)  2.00 

Both  volumes,  in  cloth,  $4.00. 
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THIRD  SERIES 

Hon. — Dvinf  1896-1899  the  AModation  imed  its  publicttioni  ia  two  leriei.  Tic:  tk«  U- 
■umthly  Eeoaomic  Studies,  and  the  "New  Seriee"  of  larger  monographs  printed  at  irregular 
latarvala.  In  1900  it  rererted  to  the  policy  of  iisning  its  monographi,  now  called  the  "Third 
Seriflt"  of  tho  publications,  at  quarterly  intervals. 

VolanM  I»  zgoo 

1.  Twelfth  Annual  Meeting:    Papers  on  Economic  Theory  and  Political 

Morality;  Trusts;  Railroad  Problems;  Public  Finance;  Consumers' 
League;  Twelfth  Census.    Pp.  x66.  ijoo 

2.  The  End  of  Villainap^e  in  England.    By  T.  W.  Page.    P^.  99-  i-oo 

3.  Essays  in  Colonial  Fmance.    By  members  of  the  Association.    Pp.  303.       1.50 

4.  Currency   and   Banking   in   the   Province   of   Massachusetts   Bay.     By 

A.  McF.  Davis.  Part  I:  Currency.  Pp.  464  +  19  photogravure 
plates.    (In  cloth  $2,00.)  1.75 

Volume  II,  zgoi 

I.  Thirteenth  Annual  Meeting:  Papers  on  Competition;  Commercial  Edu- 
cation; Economic  Theory;  Taxation  of  Quasi-public  Corporations; 
Municipal  Accounts.    Pp.  300.  1.25 

2     Currency  and  Banking.     By  A.  McF.  Davis.     Part  II:  Banking.     Pp. 

341  -4-  18  photogravure  plates.  (In  cloth  $2.00,)  1.75 

3.  Theory  ox  Value  before  Adam  Smith.    By  Hannah  R.  Sewall.    Pp.  132.       1.00 

4.  Administration  of  Gty  Finances  in  the  U.  S.    By  F.  R.  Qow.    Pp.  144.      1.00 

Volnme  III,  190a 

1.  Fourteenth  Annual  Meeting:    Papers  on  International  Trade;  Industrial 

Policy;  Public  Finance;  Protective  Tariff;  Negro  Problem;  Arbitra- 
tion of  Labor  Disputes;  Porto  Rican  Finance;  Economic  History. 
Pp.  40a  1.50 

2.  *The  Negro  in  Africa  and  America.    By  Joseph  A.  Tillinghast    Pp.  240. 

(In  cloth  $i.SO>)  1.25 

3.  Taxation  in  New  Hampshire.    By  M.  H.  Robinson.    Pp.  232.  1^5 

4.  Rent  in  Modem  Economic  Theory.    By  Alvin  S.  Johnson.  Pp.  136.  .75 

Volume  IV,  1903 

1.  Fifteenth  Annual  Meeting:  Papers  and  Discussions  on  Economics  and 

Social  Progress.    Trade  Unions  and  the  Open  Shop;  Railway  Regu- 
lation;  Theory  of  Wages;   Theory  of   Rent;   Oriental   Currency 
Problem.    Pp.  298.  1.25 

2.  Ethnic  Factors  in  the  Population  of  Boston.    By  F.  A.  Bushee.    Pp.  171.    1.00 

3.  History  of   Contract  Labor  in  the   Hawaiian   Islands.     By   Katharine 

Coman.    Pp.  74.  .75 

4.  The  Income  Tax  in  the  Commonwealths  of  the  United  States.    By  Delos 

O.  Kinsman.    Pp.  134.  1.00 

Volume  V,  1904 

Sixteenth  Annual  Meeting.    Papers  and  Proceedings  published  in  two  parts. 

1.  Part  I — Papers  and  Discussions  on  Southern  Agricultural  and  Industrial 

Problems;  Social  Aspects  of  Economic  Law;  Relations  Between  Rent 
and  Interest.    Pp.  240.  i.oo 

Southern  Economic  Problems.    Reprinted  from  part  i.  .50 

Relations  Between  Rent  and  Interest    By  Frank  A.  Fetter  and  others. 
Reprinted  from  part  i.  ,  .50 

2.  Part  II — PiBpers  and  Discussions  on  The  Management  of  the  Surplus 

Reserve;  Theory  of  Loan  Credit  in  Relation  to  Corporation  Eco- 
nomics; State  Taxation  of  Interstate  Commerce;  Trusts;  Theory  of 
Social  Causation.  i.oo 

Theory  of  Social  Causation.  By  Frank  H.  Gddings  and  others.  Reprinted 
from  part  2.  .50 

3.  Monopolistic  Combinations  in  the  German  Coal  Industry.    By  Francis 

Walker.    Pp.  340.  1^5 
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4.    Tbe  Influence  of  Farm  Machinery  on  Production  and  Labor.    By  Hadlcy 

Winfield  Quaintance.    Pp.  no.  .75 

Volume  VI,  1905 

Seventeenth  Annual  Meeting.    Papers  and  Proceedings  published  in  two  parts. 

1.  Part  I— Papers  and  Discussions  on  the  Doctrine  of  Free  Trade;  Theoiy 

of  Prices;  Theo^  of  Money;  Open  Shop  or  Qosed  Shop.    Pp.  226.    ijos 

2.  Part  II — Papers  and  Discussions  on  Government  Interference  with  Indus- 

trial Combinations ;  Regulation  of  Railway  Rates ;  Taxation  of  Rail- 
ways; Preferential  Tariffs  and  Reciprocity;  Indosure  Movement; 
Economic  History  of  the  United  States.    Pp.  270.  1.00 

3.  '^The  History  and  Theory  of  Shipping  Subsidies.   By  R.  Meeker.    Pp.  230.   ixx> 

4.  History  of  Labor  Legislation  in  New  York.    By  F.  R.  Fairchlld.    Pp.  2x8.    ijoo 

Volume  VII,  igo5 

1.  Eighteenth  Annual  Meeting:    Papers  and  Discussions  on  The  Love  of 

Wealth  and  the  Public  Service;  Theory  of  Distribution;  Govern- 
ment Regulation  of  Railway  Rates;  Municipal  Ownership;  Labor 
Disputes ;  The  Economic  Future  of  the  Negro.    Pp.  325.  xjos 

2.  Railroad  Rate  Control.  By  H.  S.  Smalley.    Pp.  147.  1.00 

3.  On  Collective  Phenomena  and  the  Scientific  Value  of  Statistical  Data. 

By  E.  G.  F.  Gryzanovski.    Pp.  48.  75 

Hand-Book  of  the  Association,  1906.    Pp.  ^  as 

4.  The  Taxation  of  the  Gross  Receipts  of  Railways  in  Wisconsin.     By 

G.  E.  Snider.    Pp.  138.  i,oc 

Volume  VIII,  1907 

1.  Nineteenth  Annual  Meeting:    Papers  and  Discussions  on  Modern  Stand* 

ards  of  Business  Honor;  Wages  as  Determined  by  Arbitration; 
Commercial  Education;  Money  and  Banking;  Western  Civilization 
and  Birth  Rate;  Economic  History;  Government  Regulation  of 
Insurance;  Trusts  and  Tariff;  Child  Labor.    Pp.  268.  i.oo 

2.  Historical  Sketch  of  the  Finances  and  Financial  Policy  of  Massachusetts 

from  1780  to  1905.    By  C.  J.  Bullock.    Pp.  144.  i.oo 

Hand-Book  of  the  Association,  1907.    Pp.  50.  .25 

3.  The  Labor  Legislation  of  Connecticut    By  Alba  M.  Edwards.  Pp.  322.       ijoc 

4.  The  Growth  of  Large  Fortunes.  By  G.  P.  Watkins,  Pp.  X7a  1.00 

Volume  IXy  zgo8 

Hand-Book  of  the  Association,  1906.    Pp.  49.         ^  05 

I.  Twentieth  Annual  Meeting:  Papers  and  Discussions  on  Principles  of 
Government  Control  of  Business;  Economic  Theory;  Agriculture 
Economics;  Money  and  Banking;  Agreements  in  Political  Economy; 
Labor  Legislation;  Relation  of  the  Federal  Treasury  to  the  Money 
Market;  Public  Service  Commissions.    Pp.  311.  1.25 

3.    Chicago  Traction.    By  R.  E.  Heilman.    Pp.  131.  1.00 

3.  Factory  Legislation  of  Rhode  Island.    By  J.  K.  Towles.    Pp.  119*  1.00 

4.  Progressive  Taxation  in  Theory  and  Practice.     Revised  Edition.     By 

E.  R,  A.  Seligman.    Pp.  334-*  (/»  cloth  $1^5-}  i^? 

Volume  X,  xgog 

I.  Twenty-first  Annual  Meeting:  Papers  and  Discussions  on  The  Making  of 
Economic  Literature;  Collective  Bargaining;  Round  Table  on  Ac- 
counting; Labor  Legislation;  Employers'  Liability;  Canadian  Indus- 
trial Disputes  Act;  Modem  Industry  and  Family  Life :  Agricultural 
Economics ;  Transportation ;  Revision  of  the  Tariff ;  A  Central  Bank ; 
The  National  Monetary  Commission ;  Capitalization  of  Public  Service 
Corporations  in  Massachusetts.     Pp.  433.  t,so 

9.    Hand-Book  of  the  Association,  1909.    Pp.  59.  .25 

3.  The  Printers.    By  George  E.  Bamett    Fp.  370.    (In  cloth  $2.00.)  i.Sp 

4.  Life  Insurance  Reform  in  New  York.    By  W.  H.  Price.    Pp.  95.  .75 
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PROGRAM  OF  THE  THIRTY-FIRST  ANNUAL  MEETING 

.   All  the  sessions  were  held  in  the  Jefferson  Hotel. 

FRIDAY  MORNING,  December  iS7 

9:00-  9:25.    Business  meeting.     Reports  of  officers  and  committees;  appointment 

of  nominating  committee,  etc 

9:30-13:80.    Sectional  meetings 

9:30-19:30.    Section  on  Accounting  and  Marketino 

9:30-10:55.    Accounting.    Joint  meeting  with  the  American  Association  of 
University  Instructors  in  Accounting.    Chairman,  F.  H.  Elwell, 
President,   American    Association    of   University    Instructors    in 
Accounting 

Paper:    Interest  on  Investment  as  a  Manufacturing  Cost  Factor 

C.  H.  Scovell,  C.P.A.,  Boston,  Mass. 
Discussion 

Lewis  H.  Haney,  Federal  Trade  Commission 

Spurgeon  Bell,  University  of  Texas 

11:00-13:80.  Marketing  Methods  and  Costs.  Chairman,  L.  D.  H.  Weld, 
Swift  &  Company,  Chicago 

Paper:    Effect  of  Government  Control  on  Marketing  Methods 
AND  Costs 
B.  H.  Hibbard,  Wisconsin  College  of  Agriculture 

Discussion 
James  E.  Boyle,  Cornell  University 
Guy  C.  Smith,  Connecticut  Agricultural  College 

Paper:     Features  of  Food  Control  that  Should  Be  Made  Per- 
manent 
W.  F.  Gephart,  Washington  University 

Discussion 
Ray  B.  Westerfield,  Yale  University 
H.  R.  Tosdal,  Boston  University 
E.  G.  Nourse,  Iowa  State  College 
L.  C.  Gray,  George  Peabody  College  for  Teachers 
Guy  C.  Smith,  Connecticut  Agricultural  College 
Lee  Galloway,  New  York  University  School  of  Commerce^ 
Paul  D.  Converse,  University  of  Pittsburgh 

9:80-13:30.    Section  on  Rate  of  Interest  and  Price  Levels 

9:30-10:55.    Rate  of  Interest 

Paper:    The  War  and  the  Supply  of  Capital 
David  Friday,  New  York  University 

Discussion 
Roy  G.  Blakey,  University  of  Minnesota^ 
Hermann  F.  Arens,  Babson's  Statistical  Organization 
Lloyd  M.  Crosgrave,  University  of  Minnesota^ 
Elisha  M.  Friedman,  War  Finance  Corporation 
Simon  Litman,  University  of  Illinois 
Jacob  H.  Hollander,  Johns  Hopkins  University^ 

Paper:    The  War  and  the  Rate  of  Interest 
E.  W.  Kemmerer,  Princeton  University 

Discussion 
W.  W.  Stewart,  Amherst  CoUegei 

11:00-19:80.  Price  Levels.  Joint  meeting  with  the  American  Statistical  As- 
sociation. Chairman,  Wesley  C.  Mitchell,  President,  American 
Statistical  Association 


Paper:     Price  Fluctuations  Dubino  thk  Wak 
W.  W.  Stewart,  Amherst  College* 

Discussion 
Jacob  H.  Hollander,  Johns  Hopkins  University^ 
E.  W.  Kemmerer,  Princeton  Universityi 
£.  M.  Friedman,  War  Finance  Corporation 

Paper:    The  PoBsnaurr  of  Cokpilixo  ak  Index  of  the  Co0T  of 

LiVINO 

Royal  Meeker,  U.S.  Bureau  of  Labor  Statistics 

Discussion 

Inring  Fisher,  Yale  University 

B.  M.  Anderson,  Jr.,  National  Bank  of  Commerce^ 

Simon  Litman,  University  of  Illinois 

9:30-19:30.    Sectiok  ok  Taxation 

Report  of  the  Committee  on  War  Finance,^  Chairman  E.  W.  Kern- 
merer,  Princeton  University 

Discussion 
T.  S.  Adams,  U.S.  Treasury  Department! 
Frank  L.  McVey,  President,  University  of  Kentuckyi 
George  E.  Holmes,  New  York  City 
John  Cummings,  Vocational  Board 
Kingman  Nott  Robins,  Rochester,  N.  Y. 
W.  I.  King,  University  of  Wisconsin 
E.  L.  Bogart,  Office  of  the  Foreign  Trade  Adviser 


FRIDAY  AFTERNOON 

9:80-  5:30.    Labor  Pboblemb.    Joint  meeting  with  the  Association  for  Labor  Le^s- 

lation 

9:80-  3:55.  Inteenational  Phases  of  Laboe  RECONnmucnoN,^  Chairman,  Sam- 
uel McCune  Lindsay,  President,  American  Association  for  Labor 
Legislation 

Paper:    Laboe  in  the  Peace  Teeatt 
John  B.   Andrews,  Secretary,  American  Association   for  Labor 
Legislation 

Paper:    Constitutional  CoNsmsEATiONB 

Tliomas  I.  Parkinson,  Major  U.S.A. 

4:00-  5:30.  The  Pstcholooy  of  Laboe  Unbest.  Chairman,  Irving  Fisher,  Presi- 
dent, American  Economic  Association 

Paper:    Secubing  the  Initiative  of  the  Workman 
Robert  B.  Wolf,  Emergency  Fleet  Corporation 

Informal  Discussion 


FRIDAY  EVENING 

8:00-10:00.    Presidents    Addresses.    Chairman,   Governor   Westmoreland    Davis    of 

Virginia 
The  Advantages  of  Planned  Rurai.  Development 
Elwood  Mead,  American  Association  for  Agricultural  Legislation 

The  Next  Steps  in  Socla^l  Insurance  in  the  United  States 

Samuel  McCune  Lindsay,  American  Association  for  Labor  Legis- 
lation. 

Economists  in  Public  Service 
Irving  Fisher,  American  Economic  Association 


SATURDAY  MORNING 

9:30-  9:55.    Business  meeting  of  the  Association.    Election  of  officers,  etc 

10 :  00-13 :  80.    Sectional  meetings 

10:00-13:30.    Szcnox  ov  Monetaht  Standabm 

Paper:    After- Wae  Readjustment:  Liberatiko  Gold 

A.  C.  Miller,  Federal  Reserve  Board 

Discussion 
F.  W.  Taussig,  U.S.  Tariff  Commission! 
Jacob  H.  Hollander,  Johns  Hopkins  Universitys 

B.  M.  Anderson,  Jr.,  National  Bank  of  Commerce^ 
E.  M.  Friedman,  War  Finance  Corporation 

Paper:    Stabilizing  the  Dollar 
Irving  Fisher,  Yale  University 

Discussion 
B.  M.  Anderson,  Jr.,  National  Bank  of  Commerce 
Hermann  F.  Arens,  Babson's  Statistical  Organisation 
W.  I.  King,  University  of  Wisconsin 
O.  C.  Lockhart,  National  Bank  of  Commerce 

10:00-13:30.  Section  on  Agricultural  Legislation.  Joint  meeting  with  the 
American  Association  for  Agricultural  Legislation.  Chairman,  El- 
wood  Mead,  University  of  California,  President,  American  Association 
for  Labor  Legislation 

Paper:    The  Agricultural  Ladder 
W.  J.  Spillman,  Washington,  D.  C. 

Paper:    Tenancy  in  an  Ideal  System  of  Landed  Property 
Richard  T.  Ely,  University  of  Wisconsin 

Paper:    Land  Tenure  and  Public  Policy 
William  Kent,  U.S.  Tariff  Commission 

Discussion 
Charles  L.  Stewart,  University  of  Arkansas 
W.  J.  Spillman,  Washington,  D.  C. 
B.  H.  Hibbard,  University  of  Wisconsin 

SATURDAY  AFTERNOON 

3:80-  8:55.    Price  Fixing.    Chairman,  £.  L.  Bogart,  University  of  Illinois 

Paper:    Some  Purposes  and  Results  of  Price  Fixing 
George  F.  Warren,  Cornell  University 

Paper;    The  Possibilittes  of  Price  Fixing  in  Time  of  Peace 
T.  N.  Carver,  Harvard  University 

Paper:    Price-Fixing  Policies  of  the  Food  Administration 
Lewis  Cedl  Gray,  George  Peabody  College  for  Teachers 

Discussion 

E.  G.  Nourse,  Iowa  State  College 

W.  F.  Gephart,  Washington  University 

:4:00-  5:80.  Economic  Theory.  Joint  meeting  with  the  American  Sociological  So- 
ciety. Chairman,  Charles  H.  Cooley,  President  American  Sociological 
Society 

Paper:    Economic  Theory  in  an  Era  of  Social  Readjustment 
J.  M.  Clark,  University  of  Chicago 

Paper:    The  Psychological  Basis  for  the  Economic  Interpreta- 
tion OF  History 
W.  F.  Ogburn,  University  of  Washington 

Discussion 

F.  A.  Fetter,  Princeton  University 

Paper:    The  Institutional  Approach  to  Economic  Theory 
Walton  H.  Hamilton,  War  Labor  Policies  Board 


Discussion 
W.  W.  Stewart,  War  Industries  Board 
L.  H.  Haney,  Federal  Trade  Commission 

B.  M.  Anderson,  Jr.,  National  Bank  of  Commfroe 
Rejoinder  by  J.  M.  Claris 

SATURDAY  EVENING 

8:00-10:00.    Economic  Bases  of  Permakbnt  Peace.    Chairman,  President  Fisher 

Report  of  the  Committee  on  Foreign  Trade 

Elisha  M.  Friedman,  Chairman 
Paper:    The  Opek  Dooa  axd  Colonial  Polict 

William  Culbertson,  U.S.  Tariff  Commission 

Discussion 
J.  F.  Cremer,  Minister  from  the  Netherlands 
R.  M.  Hale,  Columbia  University 
EmUy  G.  Balcfa,  New  Yorlc  Cityi 

The  Economic  Factors  in  the  Maintenance  or  Peace.  A  paper 
prepared  by  O.  M.  W.  Sprague,  Council  of  National  Defense, 
but  not  read  owing  to  Professor  Sprague*s  absence 

Discussion 

C.  van  VoUenhoven,  University  of  Leyden 


1  Manuscript  not  supplied. 

s  Manuscript  received  too  late  for  insertion. 

s  Manuscript  not  supplied,  but  the  statistical  data  and  charts  presented  have 
been  published  in  a  Bulletin  issued  by  the  Price  Section  of  the  War  Indus- 
tries Board. 

«  The  Report  of  the  Committee  on  War  Finance,  comprising  1^  pages,  is 
published  together  with  the  discussion  of  it  at  the  Richmond  meeting  as  Sup- 
pUment  No.  t,  March,  1919. 

B  The  proceedings  of  this  session  are  published  in  the  Amtrioan  Association 
for  Labor  Legislation  Review. 


ECONOMISTS  IN  PUBLIC  SERVICE 

Annual  Addbess  of  the  Fbesident 

Ibving  Fisheb  ' 

Yale  Umoersity 

Of  the  many  effects  which  the  war  has  exerted  on  the  mmds  of 
men,  one  of  the  most  notable  is  the  keener  desire  which  we  all  now 
feel  to  be  of  genuine  public  service.  During  the  war  hundreds  of 
our  members  have  done  "war  work."  In  Washington  alone  one 
hundred  and  twenty  of  them  have  been  in  public  service. 

During  the  impending  world-treconstruction,  economists  will 
probably  have  more  opportunity  to  satisfy  this  impulse  than 
most  students  in  other  departments  of  human  thought;  for  the 
great  problems  of  reconstruction  are  largely  economic. 

It  therefore  becomes  each  of  us,  as  we  pause  on  the  threshold 
of  a  possible  "new  world,"  to  consider  what  are  the  new  oppor- 
tunities and  what  the  new  duties  which  lie  before  us.  That  new 
world  of  which  we  are  all  speaking  is  still  unbuilt.  Is  it  to  build 
itself,  unplanned,  or  is  it  to  have  architects?  And  are  we  to  be 
numbered  among  the  architects?  These  are  undoubtedly  some  of 
the  thoughts  and  hopes  and  fears  which  stir  us  today. 

How  different  they  are  from  those  of  our  own  economic  teachers 
a  generation  ago !  Then  many  economists  thought  it  beneath  their 
dignity  to  engage  at  all  in  practical  affairs  except  to  cry :  **Lai8sez 
faire**  They  believed  that  a  scientist  should  be  simply  an  ob- 
server, compiler,  and  interpreter  of  facts,  not  a  guide,  counsellor, 
and  friend  of  humanity. 

It  is  noteworthy  that  their  attitude  of  academic  aloofness  not 
only  failed  to  give  to  economic  study,  in  the  eyes  of  the  world,  that 
status  of  a  "true  science"  which  they  claimed  for  it  but,  on  the 
contrary,  brought  it  into  disrepute  and  provoked  a  vigorous  re- 
action. The  world  demanded  that  economics  should  become  some- 
thing more  than  "the  dismal  science." 

Accordingly,  a  new  economics  sprang  up,  intent  on  "doing 
something."  This  new  school  was  centered  in  Germany  as  the 
older  "Manchester  School"  was  centered  in  England. 

When  the  American  Economic  Association  was  founded  thirty- 
three  years  ago  the  antagonism  between  these  two  schools  was  at 
its  height.  In  fact,  we  owe  the  formation  of  this  Association 
chiefly  to  that  antagonism.    A  number  of  young  American  econ- 
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omists,  fresh  from  the  inspiration  of  study  in  Grermany,  were  eager 
to  convert  American  economists  to  a  new  and  more  optimistic 
point  of  view. 

The  chief  American  economists  of  that  time,  however,  regarded 
the  young  enthusiasts  just  back  from  Germany  as  upstarts,  med- 
dlers, and  propagandists,  unworthy  of  any  standing  in  the  hier- 
archy of  true  economic  science.  Some  of  them,  like  my  own  re- 
vered master.  Professor  Sumner,  even  declined  to  join  the  Ameri- 
can Economic  Association  for  fear  of  lending  aid  and  comfort  to 
a  propaganda  with  which  they  were  wholly  out  of  sympathy. 

It  was  doubtless  in  view  of  this  strong  feeling  on  both  sides  that 
the  Economic  Association  when  formed  was  strictly  limited  aa  to 
its  functions.    As  our  constitution  says,  its  object  is : 

^*The  encouragement  of  perfect  freedom  of  economic  discussion. 
The  Association  as  such  will  take  no  partisan  attitude,  nor  will  it 
commit  its  members  to  any  position  on  practical  economic  ques- 
tions." 

A  year  and  a  half  ago,  after  America  entered  the  war,  some  of 
our  modern  enthusiasts  proposed  that  the  Association  should  en- 
deaver  to  find,  and  do,  its  "bit"  for  the  country.  The  objection 
was  promptly  interposed  that,  as  an  organization,  we  had  no 
"bit"  to  do;  for  we  were  apparently  prohibited  by  our  constitu- 
tion from  taking  any  "partisan  attitude"  or  committing  our  mem- 
bers to  "any  position  on  practical  economic  questions."  But  a 
few  months  afterward,  that  is,  a  year  ago,  after  much  debate  a 
proposal  to  appoint  a  Committee  on  the  Purchasing  Power  of 
Money  in  Relation  to  the  War  was  adopted,  and  later  the  Execu- 
tive Committee  appointed  a  number  of  other  committees  on  war 
problems,  including  committees  on  War  Finance,  Foreign  Trade, 
Price  Fixing,  Marketing,  and  Labor.  Some  of  these  committees 
have  done  work  of  great  service  to  the  country. 

I  mention  these  incidents  in  our  history,  as  a  text  from  which 
to  draw  certain  lessons.  What  I  most  wish  to  point  out  concerns 
not  so  much  the  attitude  of  the  Association  as  such  but  the  atti- 
tude of  its  members  as  individuals. 

The  conflict  between  those  economists  who  were  conservative 
and  those  who  were  radical  in  regard  to  applying  academic  study 
may  be  resolved  into  two  separate  questions  or  issues.  The  first 
is:  Should  economists  remain  in  academic  seclusion,  concerned 
principally  with  pure  theory  and  leaving  the  vulgar  world  to  take 
care  of  itself,  or  should  they  seek  practical  applications  for  their 
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principles?    The  second  is:  Granted  that  we  should  serve,  exactly 
whom  should  we  serve? 

To  the  first  of  these  questions  the  radicals  have,  in  my  opinion, 
given  the  better  answer.  Even  the  economic  recluse  selects,  if  he 
can,  some  theme  related  to  human  affairs  and  fondly  hopes  that 
his  work  may  be  taken  up  and  utilized  by  practical  men.  It  must 
be  admitted,  however,  that  most  economists  even  yet  depend  too 
much  on  books  and  official  reports  and  too  little  on  personally 
feeling  the  pulse  of  real  events. 

But  it  is  the  second  question  which  most  needs  our  attention 
today:  Whom  are  we  to  serve?  To  this,  I  believe,  the  conserva- 
tives have  given  the  better  answer. 

Economics  may  be  applied  for  the  benefit  of  the  whole  world 
or  for  the  benefit  of  one  country  alone.  Again,  within  a  coun- 
try, economics  may  be  applied  for  the  general  good  or  for  a 
special  commercial  interest,  special  class,  or  special  locality. 

I  have  referred  to  the  curiously  interesting  fact  that  this  As- 
sociation largely  owes  its  birth  to  German  economics.  Undoubt- 
edly German  economics  brought  us  a  new  and  altruistic  impulse. 
In  particular  we  received  from  Germany  the  idea,  close  to  the 
heart  of  every  German  economist,  of  making  economics  of  ser- 
vice to  "the  state." 

But  in  the  last  two  years  the  war's  revelations  have  made  us 
realize,  to  our  horror,  that  "the  state"  served  by  the  Grerman 
economists,  or,  at  any  rate,  the  German  economists  of  today,  was 
simply  the  Hohenzollern  dynasty.  We  now  know  that  German 
professors  in  general,  from  theologian  to  chemist,  have  prostituted 
their  professional  services  to  serve  Germany's  criminal  purposes. 

Frederick  Scott  Oliver  in  his  "Ordeal  by  Battle"  called  the 
professors  the  "Priestcraft"  through  whom  the  German  Govern- 
ment indoctrinated  the  German  people.  Professor  Emery  called 
the  war  a  war  of  the  economic  interpretation  of  history.  Others 
have  called  it  a  professors'  war  and  especially  an  economic  pro- 
fessors' war.  Some  among  the  very  group  of  German  teachers 
who  stirred  the  enthusiasm  out  of  which  this  Association  grew,  and 
more  among  their  successors,  in  their  service  of  "the  state,"  helped 
to  lay  the  foundation  for  the  war.  That  foundation,  or  the  part 
of  it  which  they  helped  to  lay,  was  a  predatory  economics,  the 
economics  of  a  beast  of  prey,  the  economics  of  loot  by  war.  In 
this  species  of  economics,  property  rights  had  existence  onl^r 
within  the  state,  not  between  states. 
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Even  before  the  war  Grermany's  policy  of  foreign  trade  was 
thoroughly  selfish.  Transportation  and  manufacturing  interests, 
backed  by  the  German  banks  and  the  Grerman  army  and  navy  had 
gone  into  the  foreign  markets  to  expel  the  commerce  of  other 
countries  by  fair  means  or  foul,  all  for  the  national  aggrandize- 
ment of  Germany. 

In  view  of  these  facts  it  clearly  behooves  us  jurt  now  to  under- 
go a  searching  self-examination  lest  this  same  fatal  taint  may 
lurk  in  our  own  American  economics  which  we  have  taken,  in  part, 
from  Germany.  If  we  contrast  German  and  English  economics, 
we  cannot  but  be  struck  by  the  narrowness  and  selfishness  of  the 
former  as  contrasted  with  the  breadth  and  liberality  of  the  latter. 
The  contrast  is  exemplified  by  the  difference  between  the  spirit  of 
"Free  Trade'*  and  "Protection."  Though  the  English  policy  was 
dictated  in  large  part  by  the  conviction  that  it  represented  Eng^ 
land's  own  interests  in  the  long  run,  the  great  fact  remains  that 
these  interests  were  not  sought  at  the  expense  of  other  peoples 
but  on  the  principle  that  bof A' parties  gained  by  a  trade,  and  in 
the  thought  that  nothing  more  than  free,  fair,  open  competition 
ought  to  be  sought.  This  doctrine  of  "Uve  and  let  live"  has  in  it 
few  seeds  of  war. 

If,  now,  at  the  final  peace  negotiations,  the  Grerman  style  of 
economics  is  to  dominate,  the  settlement  will  degenerate  into  a 
race  for  position  "and  the  Devil  take  the  hindmost."  If  the  Al^ 
lies  should  repudiate  their  own  ideas,  namely,  the  ideas  of  inter- 
national reciprocity  in  trade  relations  and  of  the  open  door,  and 
each  should  merely  seek  to  secure  all  it  could  of  territory,  colo- 
nies, trade  concessions,  special  investment  rights,  exclusive  ports, 
coaling  stations,  canals,  railway  routes,  and  discriminatory  tariffs, 
the  Peace  table  will  turn  into  a  gamblers'  table,  on  which  will  be 
dealt  out  the  cards  for  the  next  great  game  of  war,  and,  as  often 
happens  after  a  war,  the  ideas  and  ideals  of  the  conquered  will 
have  made  conquest  over  those  of  the  conquerors. 

America  has  a  special  opportunity,  a  special  mission — to  up- 
hold humanitarian  and  democratic  economics.  The  very  fact  that 
Grermany  once  inspired  us  toward  an  economics  in  the  service  of 
the  state  should  spur  us  now  to  avoid  the  nationalistic  perversions 
of  that  idea  which  befell  our  German  colleagues.  Any  American 
economist  who  hereafter  lends  his  talents  to  serve  and  inflame  a 
hoggish  chauvinism,  is  betraying  the  high  ideals  and  purposes  of 
America  in  this  war.    For  instance,  even  if  a  more  liberal  tariff 
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policy  than  that  existing  before  the  war  were  not  mutually  ad- 
vantageous, even  if  such  a  trade  involved  an  economic  sacrifice  to 
us  as  a  nation,  it  would  none  the  less  truly  be  required  of  us  today 
in  order  to  continue  and  establish  on  a  permanent  foundation  that 
chivalry  which  has  characterized  America's  part  in  the  war.  The 
call  of  the  hour  is  to  be  just  and  generous.  The  concept  of  inter- 
national obligation  has  been  bom.  Henceforth  any  international 
arrangements  must  find  their  justification  in  international  fair- 
ness, not  in  unfair  national  advantage.  Whatever  ^^place  in  the 
sun*'  we  seek  for  ourselves,  we  must  accord  to  every  other  nation, 
small  and  great,  weak  and  strong,  new  and  old.  The  golden  rule 
must  be  the  rule  between  nations  as  well  as  within  a  nation. 

The  proposed  League  of  Nations  is  part  and  parcel  of  this 
great  idea  of  international  justice  now  having  its  new  birth  and 
baptism.  Such  a  league  is  not  only  a  political  necessity  as  a  pre- 
ventive of  war ;  it  is  also  an  economic  necessity  as  a  preventive  of 
the  economic  burdens  of  militarism. 

Like  our  own  league  of  forty-eight  states,  it  would  obviate  the 
necessity  of  great  armaments.  Without  such  a  league  we  must 
resume  competitive  armaments — ^must,  for  instance,  as  our  naval 
men  tell  us,  compete  with  England  in  naval  strength ;  and  further 
competition  in  armies  and  navies  would  mean  economic  ruin  to 
Europe  and  great  impoverishment  to  the  United  States.  There 
are  two  important  special  reasons  why  this  would  be  true.  One 
is  that  the  world,  especially  Europe,  is  so  nearly  exhausted  eco- 
nomically that  even  the  old  military  burdens  would  now  be  far 
harder  to  bear  than  before  the  war.  The  other  is  that  the  re- 
newed competition  would  be  far  more  costly  than  the  old,  since 
we  would  start  off  with  all  the  huge  equipment  which  the  war 
itself  has  brought. 

Secondly,  we  must  be  on  our  guard  against  the  bias  of  special 
interests.  This  bias  enters  largely  into  much  thinking  on  the  sub- 
ject of  the  League  to  Enforce  Peace,  for  there  are  interests  which 
would  thwart  this  new  and  great  idea,  fearing  that  the  new  regime 
may  upset  the  old  to  which  they  and  their  private  purses  had  be- 
come well  adjusted. 

The  great  question,  then,  is :  Are  we,  in  our  internal  economics, 
to  serve  the  nation  as  a  whole  or  are  we  to  serve  a  special  group 
within  the  nation? 

There  can  be  no  objection  to  an  individual  economist  associat- 
ing himself  with  a  special  business  and  putting  his  talents  at  its 
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disposal,  provided,  of  course,  he  does  so  openly,  and  provided  the 
business  is  legitimate,  that  is,  provided  his  activities  are  not  in- 
consistent with  the  general  welfare. 

Academic  economists,  from  their  very  openmindedness,  are  apt 
to  be  carried  off,  unawares,  by  the  bias  of  the  community  in  which 
they  live. 

Economists  whose  social  world  is  Wall  Street  are  very  apt  to 
take  the  Wall  Street  point  of  view,  while  economists  at  state  uni* 
versities  situated  in  farming  districts  are  apt  to  be  partisans  of 
the  agricultural  interests. 

The  economists  of  a  century  ago  were  unconsciously  writing 
from  the  standpoint  of  the  employer  rather  than  from  that  of 
the  employee,  as  was  shown  by  their  references  to  labor  as  an  ex* 
pense  of  production.  Today,  on  the  contrary,  as  labor  is  increas- 
ing in  power,  we  find  many  economists  are,  consciously  or  un- 
consciously, taking  the  point  of  view  of  the  laborer.  This  comes 
closer  to  being  the  democratic,  humanitarian,  or  public  point  of 
view,  but  is  often  in  real  antagonism  to  it.  Trade  imionism,  so- 
cialism, and  even  Bolshevism,  syndicalism,  or  L  W.  W.ism  have 
occasional  champions  or  apologists  among  economists.  Socialism 
especially  has  enlisted  under  its  banner  a  motley  group  of  theor- 
ists eager  for  some  realization  of  their  humanitarian  intentions. 
In  a  sense,  of  course,  *Ve  are  all  socialists  nowadays."  But  what 
should  give  us  pause  before  enrolling  imder  that  banner  is  that,  in 
reality,  it  is  the  red  flag  of  class  war.  Whatever  we  may  say 
of  theoretical  socialism  of  various  types,  and  however  much  we 
may  and  ought,  in  my  opinion,  to  favor  in  some  form  an  increase 
of  socialized  industry,  the  great  fact  remains  that  the  socialist 
group  derives  its  real  strength  from  class  antagonism.  This  is 
even  truer  of  the  I.  W.  W.  A  few  weeks  ago  a  workman  in  the 
I.  W.  W.  wrote  me:  "Nothing  could  give  me  a  greater  pleasure 
than  to  have  an  opportunity  to  exterminate  from  the  globe  every 
capitalist.  That  time  is  coming,  thank  God !"  The  Dutch  minis- 
ter at  Petrograd  recently  said:  "Translated  into  practice,  the 
Bolsheviki  principles  are  'high  wages  for  no  work,  the  taking  of 
others'  property  without  pimishment,  and  no  taxation.'  *' 

There  can  be  little  doubt  that  we  are  facing  a  great  peril  today, 
the  peril  of  perverting  the  democracy  for  which  we  have  just  been 
fighting  with  such  devotion. 

It  is  our  opportunity  and  our  duty  to  dedicate  ourselves  to  the 
task  of  working  out  economic  measures  in  the  interests  of  hvf 
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manity  and  democracy  as  against  the  selfish  interests  of  either  the 
capitalist  or  the  laborer  as  such. 

If  we  jealously  guard  our  independence  and  impartiality  we 
shall  gain  for  our  profession  the  enviable  position  of  being  the 
logical  arbiters  of  the  class  struggle  now  beginning — arbiters 
which  both  sides  can  trust.  We  may,  and  should,  take  sides,  but 
only  as  a  just  judge  takes  sides  when  he  renders  his  decision  and 
only  after  a  fair  weighing  of  the  evidence. 

We  may  be  sure  that  there  will  be  a  bitter  struggle  over  the 
distribution  of  wealth  until  a  more  or  less  definite  readjustmoit 
has  been  found.  Professor  King  of  the  University  of  Wisconsin 
has  shown  that  something  like  two-thirds  of  our  people  have  no 
capital  except  the  clothes  on  their  backs  and  a  little  furniture  and 
personal  belongings,  while  the  major  part  of  our  capital  is  owned 
by  less  than  two  per  cent  of  the  population.  The  income-distribu- 
tion is  not  quite  so  unequal.  About  half  of  our  national  income 
is  received  by  one-fourth  of  our  population.  There  is  evidence  to 
show  that  this  striking  inequality  of  distribution  of  capital  and 
income  is  increasing  and  that  it  is  greater  in  cities  than  in  the 
country.  Still  more  distressing  is  the  fact  that,  since  the  twen- 
tieth century  began,  wages  reckoned  in  commodities,  not  money, 
have  been  actually  decreasing  while  profits  have  been  increasing. 
The  purchasing  power  of  wages  over  food  in  1917  was  only  a  little 
over  two-thirds  of  what  it  was  ten  years  before.  The  extraordi- 
narily high  wages  of  1918  among  certain  forms  of  skilled  labor 
are,  of  course,  not  representative. 

The  real  scientific  study  of  the  distribution  of  wealth  has,  we 
must  confess,  scarcely  begun  as  yet.  The  conventional  academic 
study  of  the  so-called  theory  of  distribution  into  rent,  interest, 
wages,  and  profits  is  only  remotely  related  to  the  subject.  This 
subject,  the  causes  and  cures  for  the  actual  distribution  of  capital 
and  income  among  real  persons,  is  one  of  the  many  now  in  need 
of  our  best  efforts  as  scientific  students  of  society.  I  shall  here 
merely  throw  into  the  discussion  a  few  tentative  thoughts  which 
seem  to  me  to  be  now  either  completely  overlooked  or  only  dimly 
appreciated. 

There  are,  I  believe,  two  master  keys  to  the  distribution  of 
wealth:  the  Inheritance  system  and  the  Profit  system. 

The  practices  which  happen  to  be  followed  by  men  of  great 
wealth  in  making  wills  is  certainly  the  chief  determinant  of  the 
distribution  of  their  wealth  after  their  death.     Mr.  Albert  G. 
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Coyle,  one  of  my  former  students,  has  estimated  that  four-fifths 
of  the  one  hundred  and  fifty  or  more  fortunes  in  the  United  States 
having  incomes  of  over  $1,000,000  a  year  have  been  accumulating 
for  two  generations  or  more.  It  is  interesting  to  observe  that,  al- 
though the  formulae  expressing  distribution  by  Pareto's  logarith- 
mic law  are  similar  for  the  United  States  and  England,  the  num- 
ber of  wealthy  men  at  the  top  is  two  and  a  quarter  times  as  great, 
in  proportion  to  population,  in  England  as  in  the  United  States, 
presumably  because  the  number  of  generations  through  which 
fortunes  have  been  inherited  are  much  greatt;.  there  than  here. 

Yet  the  man  who  wills  property  does  so  without  regard  to  its 
effect  on  the  social  distribution  of  wealth.  In  fact  even  from  the 
private  point  of  view  careful  thought  is  seldom  bestowed  on  the 
solemn  responsibility  of  bequeathing  property.  The  ordinary 
millionaire  capitalist  about  to  leave  this  world  forever  cares  less 
about  what  becomes  of  the  fortime  he  leaves  behind  than  we  have 
been  accustomed  to  assume.  Contrary  to  a  common  opinion,  he 
did  not  lay  it  up,  at  least  not  beyond  a  certain  point,. because  of 
any  wish  to  leave  it  to  others.  His  accumulating  motives  were 
rather  those  of  power,  of  self-expression,  of  hunting  big  game. 

I  believe  that  it  is  very  bad  public  policy  for  the  living  to  allow 
the  dead  so  large  and  imregulated  an  influence  over  us.  Even  in 
the  eye  of  the  law  there  is  no  natural  right,  as  is  ordinarily  falsely 
assumed,  to  will  property.  ^^The  right  of  inheritance,"  says  Chief 
Justice  Coleridge  of  England,  ^^a  purely  artificial  right,  has  been 
at  different  times  and  in  different  countries  very  variously  dealt 
with.  The  institution  of  private  property  rests  only  upon  the 
general  advantage."  And  again.  Justice  McKenna  of  the  United 
States  Supreme  Court  says:  ^^The  right  to  take  property  by 
devise  or  descent  is  the  creature  of  the  law  and  not  a  natural 
right — a  privilege,  and  therefore  the  authority  which  confers  it 
may  impose  conditions  on  it." 

The  disposal  of  property  by  will  is  thus  simply  a  custom,  one 
handed  down  to  us  from  Ancient  Rome.  It  is  no  more  inviolate 
than  the  custom  of  the  disposal  of  the  body  of  the  dead  by  burial. 
Just  as,  in  che  interests  of  the  living,  we  are  substituting  crema- 
tion for  burial,  so — ^likewise  in  the  interests  of  the  living — ^we  may 
substitute  a  new  for  a  traditional  method  of  disposing  of  the 
dead  man's  goods. 

Numerous  limitations  of  the  right  to  will  property  do,  in  fact, 
already  exist  in  each  of  our  states — some  under  common  law,  oth- 
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ers  under  statute  law.  There  are,  in  particular,  restrictions 
against  tying  up  property  (except  in  charitable  bequests)  in  per- 
petuity. These  restrictions  have,  undoubtedly,  restrained  the  ac- 
cumulation of  swollen  fortunes.  There  is  no  reason  why  we  can- 
not continue  to  add  to  such  limitations  so  far  as  seems  wise.  • 

For  instance,  Rignano,  the  Italian  economist,  suggests  making 
the  state  co-heir  of  all  bequests  so  that  it  will  receive  one-third  of 
the  estate  on  the  first  descent,  two-thirds  of  the  remainder  on  the 
second,  and  the  residue  on  the  third  descent. 

So  much  for  the  first  great  factor  responsible  for  an  undemo- 
cratic distribution  of  wealth — the  inheritance  system.  It  has  to 
do  with  the  transmission  of  fortunes  from  one  generation  to  an- 
other. The  other  great  factor,  the  profit  system,  has  to  do  with 
the  mushroom  growth  of  a  fortune  in  a  single  generation. 

When  fortunes  are  made  with  prodigious  speed,  it  is  usually 
wholly  or  chiefly  through  profits.  Accumulation  by  compound  in- 
terest, though  amazing  in  its  possibilities  after  a  fortune  is  large, 
cannot  in  a  single  lifetime  make  a  large  fortune  out  of  a  small 
one.  Every  **self-made"  millionaire,  so  far  as  I  know,  became 
such,  if  honestly,  primarily  through  profits.  Profits  are  the 
chance  part  of  distribution,  the  part  which  is  the  wncertain,  and 
therefore  extremely  variable^  margin  left  after  the  more  fixed  and 
known  parts  of  the  distribution — rent,  interest,  wages,  and  salar- 
ies— ^have  been  deducted. 

Profits  are,  next  to  wages,  the  most  important  element  of  our 
national  income,  comprising  over  a  quarter  therof  and  being  more 
important  than  rent  and  interest  combined. 

My  query  here  is:  May  we  not  find  ways,  by  legislation  and 
otherwise,  of  modifying  more  or  less  profoundly  the  present  profit 
system?  I  have  in  mind  not  only  profit-sharing  plans,  plans  for 
cooperative  producing,  buying  or  distributing,  and  schemes  for 
allotting  common  stock  to  employees  by  which  the  worker  may 
feel  a  stake  in  the  business  in  which  he  is  engaged;  but  also,  and 
more  particularly,  possible  participating  by  the  public  itself 
through  the  government. 

I  am  aware,  of  course,  of  the  obvious  and  real  objections  to 
such  plans  and  I  am  not  offering  a  solution  of  this  problem,  but 
fli^gesting  what  seems  to  me  a  promising  line  in  which  we  econo- 
mists may  seek  a  solution.  Perhaps  there  are  many  different  so- 
lutions, varying  according  to  circumstances.  It  may  well  be  that 
a  place  will  always  be  left  for  pure  private  ownership  and  man- 
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agement,  as  well  as  a  place  for  pure  govemment  ownership,  eyesi 
though  a  mixed  system  or  systems,  such  as  I  have  in  mind  as  pos- 
sible, be  placed  between. 

We  already  have  some  examples  of  mixed  types,  such  as  gov- 
emment  regulation ;  leases  to  private  capitalists  with  reversionary 
rights  to  the  city,  state,  or  nation;  subsidies;  price  fixing;  guar- 
anteeing prices ;  underwriting  against  loss ;  taxes  on  profits  or  on 
excess  profits. 

The  important  point  is  that,  under  the  present  private-profit 
system,  the  chance  of  profits  and  risk  of  losses  as  well  as  the  man- 
agement are  entirely  in  the  hands  of  one  only  of  the  three  classes 
interested  in  the  success  of  the  enterprise.  The  other  two  classes, 
namely,  the  workers  and  the  public,  do  not  ordinarily  participate 
much,  if  at  all.  The  enterpriser  or  chance-taker  has,  under  this 
system,  come  to  think  and  to  speak  of  his  industry  as  '^my  busi- 
ness" and  gets  quoted  even  as  saying  '^the  public  be  damned.'' 
For  instance,  we  entrust  the  great  pubUc  function  of  conducting 
our  public  press  to  irresponsible  private  capitalists  who  in  turn 
are  largely  controlled  by  their  advertisers,  even  more  irresponsible. 

Fundamentally  the  question  is  one  of  adequately  representing 
the  parties  whose  interests  are  involved.  Only  incidentally  is  it  a 
question  of  efficiency.  Yet  I  believe  the  two  are  not  so  far  apart 
as  is  often  supposed.  An  efficient  autocracy  in  industry  is  as 
suicidal  in  the  end  as  an  efficient  autocracy  in  politics  has  shown 
itself  to  be.  Either  is  unstable  because  unrepresentative.  The 
most  enduring  of  great  banks  is  the  Bank  of  England  because  it 
is  based  not  on  a  narrow  money-making  efficiency,  but  on  the  idea 
'  of  efficiency  for  public  service.  Even  its  governor  represents  not 
the  banker  in  the  English  sense  but  the  ^^merchant,"  a  merchant 
banker  who  stands  partly  for  the  public  whom  the  banker  serves. 
Yet  the  Bank  of  England  is  technically  a  private  bank.  Its  great 
merit  is  that  the  bank's  customers,  including  the  govemment,  par- 
ticipate in  shaping  its  policy. 

While  govemment  enterprise  has  glaring  defects,  the  present 
system  of  private  profit  is  also  defective.  It  is  even  very  costly 
to  the  public  in  that  the  enterpriser  requires  the  chance  of  large 
profits  to  compensate  for  the  large  risks  he  assumes.  Two  un- 
fortunate consequences  follow.  One  is  that  in  this  great  game  of 
chance  the  lottery  winnings  make  multimillionaires  out  of  mil- 
lionaires, which  is  inconsistent  with  democratic  Ideals  and  demo- 
cratic progress.    The  other  is  that  it  creates  hostility  on  the  part 
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of  the  other  two  classes.  The  workman  therefore  is  over-ready  to 
strike,  shirk,  or  commit  sabotage.  The  local  public  often  cordially 
hate  a  great  railway  like  the  Pennsylvania  system  or  the  Southern 
Pacific  at  whose  mercy  they  are,  or  a  great  corporation,  trust  or 
bank,  which  they  call  an  "octopus."  From  such  hostility  comes  a 
contest  for  political  power  and,  too  often,  corruption.  This  cor- 
ruption should  not  all  be  charged  up  to  politics  as  such ;  for  much 
of  it  is  due  to  private  industry  struggling  for  private  profits  in 
disregard  of  public  usefulness. 

The  government,  representing  the  public,  is,  with  all  its  faults, 
in  a  better  position  than  the  private  capitalist  to  underwrite  great 
industrial  undertakings,  both  because  its  resources  are  greater  and 
because  the  chances  of  gains  and  losses  in  many  different  direc- 
tions would  tend,  more  fully,  to  offset  each  other.  Grovemment 
underwriting  of  industry  is  thus  in  the  last  analysis  simply  a 
species  of  social  insurance. 

It  is  interesting  to  observe  that  such  social  insurance  as  we  are 
now  familiar  with — ^workmen's  compensation,  health  insurance, 
etc. — ^usually  provides  that  the  cost  and  management  shall  be 
shared  by  the  three  parties  interested,  employer,  employee,  and 
state. 

Nor  is  such  an  extension  of  the  principle  of  social  insurance  as 
I  am  now  tentatively  suggesting  so  strange  as  it  may  at  first  ap- 
pear. It  is  just  what  we  have  seen  happen  under  the  stress  of 
war.  Early  in  the  war  the  profit  system  by  which  the  govern- 
ment let  out  to  contractors  the  making  of  munitions  and  other 
supplies  was  found  to  be  not  only  very  expensive  but  to  work  very 
badly.  We  therefore  hastily  improvised  many  kinds  of  govern- 
ment regulation  to  meet  the  situation.  The  important  point  for 
us  to  note  here  is  that  the  government  thus  assumed  some  of  the 
commercial  risks  and  insured  others  against  them.  To  secure  an 
adequate  wheat  supply  it  guaranteed  to  the  farmer  the  price  of 
wheat,  while,  at  the  same  time,  it  protected  the  public  against 
"profiteering''  in  prices  of  bread.  In  taking  over  the  railways  it 
guaranteed  certain  minimum  profits.  It  assumed  the  most  of  the 
risks  in  shipbuilding.  It  supplied  a  revolving  fund  to  loan  to  es- 
sential industries  which  would  otherwise  run  the  risk  of  not  se- 
curing needed  capital.  It  put  government  officials  in  charge  of 
munition  works  which,  under  private  management,  were  in  danger 
of  failing  to  give  the  needed  service  to  the  country.  It  did  all 
these  things  clmnsily ;  but  it  had  to  do  something  because  private 
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enterprise  failed  or  could  not  be  depended  on  to  render  the  service 
to  the  country  which  the  country  needed  and  demanded. 

Even  before  the  war  there  were  many  examples  of  some  sort  of 
government  participation.  Railways  were  often  built  in  part  by 
subsidy  of  nation,  state,  or  locality,  in  order  that  the  public  in- 
terest might  be  served.  Irrigating,  forestry,  and  water  power  de- 
velopment have  had  government  ownership  or  participation  in 
various  forms.  Abroad,  both  town  and  nation  are  sometimes  co* 
owners  with  individuals  in  the  forests. 

I  may  add  that,  in  my  opinion,  the  rather  conmion  idea  that 
profits  should  be  limited  to  a  ^*f air  rate  of  interest"  is  not  a  solu- 
tion of  the  difficulty.  It  is  as  absurd  and  unfair  as  the  socialists' 
dictum  that  prints  are  essentially  stolen  from  workmen's  wages. 
Nothing  would  serve  so  effectually  to  kill  enterprise  as  to  forbid 
the  enterpriser  from  securing  more  profits  than  he  could  get  by 
lending  his  money,  unless  at  the  same  time  we  protect  him  against 
losses.  Some  one  must  assume  the  risks  of  enterprise,  and  he 
who  assmnes  the  risks  of  loss  is  entitled  to  the  chance  of  profits. 
As  long  as  we  keep  the  system  by  which  the  private  capitalist  is, 
single  handed,  to  struggle  to  win  wealth  from  natural  resources, 
we  must  give  him  the  chance  of  winning  big  prizes  together  with 
the  chance  of  great  losses. 

Needless  to  say,  therefore,  I  am  not  attacking  the  man  who 
takes  profits  imder  the  present  system.  He  ought  not,  or  not 
always,  to  be  stigmatized  as  a  profiteer.  Nor  am  I  attacking  the 
man  who  wills  his  property  in  the  ordinary  way.  Both  are  play- 
ing the  game  according  to  the  present  rules.  My  criticism  is  not 
of  the  players,  but  of  the  rules.  New  rules  may  be  found — rules 
better  for  both  the  players  and  the  onlookers. 

Our  society  will  always  remain  an  unstable  and  explosive  com- 
}>ound  as  long  as  political  power  is  vested  in  the  masses  and  eco- 
nomic power  in  the  classes.  In  the  end  one  of  these  powers  will 
rule.  Either  the  plutocracy  will  buy  up  the  democracy  or  the 
democracy  will  vote  away  the  plutocracy.  In  the  meantime  the 
corrupt  politician  will  thrive  as  a  concealed  broker  between  the 
two. 

On  the  face  of  it,  we  should  expect  that  all  the  evils  mentioned 
would  be  relieved  if  we  had  more  democracy  in  industry,  that  is, 
if  the  workman  and  the  public  felt  that  the  great  industries  were 
partly  theirs,  both  as  to  ownership  and  as  to  management. 

As  to  the  representation  of  workmen  in  the  management,  some 
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industries  have  introduced  a  "Senate"  to  represent  the  office  staff 
and  a  "House  of  Representatives"  to  represent  the  shop  workers. 
These,  with  the  executive,  exercising  a  veto  power,  manage  the  in- 
dustry after  the  pattern  of  our  political  republic.  This  and 
other  plans  for  a  more  representative  control  are  worth  careful 
study.  A  large  part  of  our  present  dissatisfaction  with  industry 
comes  from  its  autocratic  control,  which  is  growing  more  rapidly 
centralized  even  than  is  the  actual  ownership.  The  device  of  the 
corporation,  especially  the  holding  corporation,  has  put  a  large 
fraction  of  the  capital  of  the  country  into  the  hands  of  a  small 
group  of  magnates  mostly  in  New  York  City. 

So  much  for  the  distribution  and  control  of  wealth.  There  are 
other  subjects  equally  worthy  of  our  attention.  Even  if  the  dis- 
tribution of  wealth  could  be  ideal,  the  industrial  world  would  find 
abundant  reason  for  discontent.  Just  as  the  political  freedom 
sought  by  the  French  Revolution  proved  insufficient  and  disap- 
pointing, so  will  what  is  now  called  economic  freedom  be  found 
insufficient  and  disappointing. 

When  we  speak,  however  figuratively,  of  wage-slavery,  we  ought 
to  think  not  only  of  low  wages,  but  also  of  the  repulsiveness  of 
the  work  itself.  The  great  reason  why  an  industry  fascinates  the 
employer  but  bores  the  employee  is,  in  my  opinion,  that  human 
psychologic  laws  are  neglected. 

I  hope  that  psychologists  may  some  day,  in  cooperation  with 
economists,  help  to  a  truer  understanding  of  the  nature  of  human 
freedom.  What  we  liberty  lovers  are  really  groping  for  is,  ap- 
parently, not  to  do  as  we  think  we  please  but  to  do  what  will 
actually  please  us  after  it  is  done;  that  is,  to  satisfy  fairly  well 
all  of  the  great  fundamental  hiunan  instincts,  of  which  there  are 
many  besides  the  instinct  of  self-preservation  or  of  making  a  liv- 
ing. The  workman  not  only  longs  for  more  pay,  but  he  hungers 
and  thirsts  for  other  things  which  he  cannot  formulate,  because 
so  largely  unconscious. 

The  problem  of  making  manual  workers  contented,  or  as  con- 
tented as  the  rest  of  us,  or  as  contented  as  they  can  be,  is  not, 
therefore,  a  problem  simply  of  the  distribution  of  wealth.  It  is 
one  of  introducing,  or  re-introducing,  certain  fundamental  mo- 
tives into  industry.  Just  as  the  large  capitalist  does  not  usually 
accumulate  for  his  children  but  for  the  love  of  accumulating,  and 
just  as  inventors  (as  Professor  Taussig  has  shown)  do  not  usu- 
ally invent  merely,  or  even  chiefly,  for  money  but  for  the  love  of 
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inventing,  so  the  workman  can  be  motivated  also  by  quite  different 
motives  from  the  ordinary  pay-envelope  motive.  I  refer  to  the 
creative  and  other  impulses  emphasized  at  this  session  by  Mr. 
Robert  B.  Wolf  and  others,  and  by  Miss  Marot  and  Ordway  Tead 
in  their  books,  as  well  as  a  year  ago  m  our  Philadelphia  meeting 
by  the  late  Professor  Carleton  Parker  (whose  important  pioneer 
work  will,  I  hope,  never  be  forgotten). 

The  war  affords  us  a  great  object  lesson  here.  Men  previously 
apathetic  in  the  shop,  imder  the  money  motive,  have  exhibited  a 
wonderful  eagerness  to  fight  for  their  country  with  no  wages  to 
speak  of  and  with  no  money  bonus  whatever.  Again,  when  the 
armistice  was  signed,  this  wonderful  ^'morale"  shrank  appreciably 
overnight.  Still  again,  we  find  that  many  of  the  soldiers  who  re- 
turn to  work  after  the  excitements  of  military  life  are  actually 
spoiled  as  workmen.  We  must  find  ways  of  putting  real  "pep" 
into  the  worker — for  his  sake  as  well  as  others'.  Perhaps  a  wiser 
employment  management  can  and  will  spread  over  the  country  as 
a  result  of  the  war  and,  in  particular,  of  the  studies  of  the  War 
Industries  Board  with  its  IS  courses  and  275  graduates  fitted 
thereby  to  become  employment  managers.  Perhaps  the  labor  men 
can  take  the  initiative.  Either  or  both  might  happen  through 
several  agencies,  including  the  Industrial  Department  of  the  Y. 
M.  C.  A. 

We  economists  ought  to  be  able  to  play  an  important 
part,  in  cooperation  with  psychologists,  employers,  and  employees, 
by  studying  this  new  movement,  distilling  out  the  essential  truths 
it  represents,  and  contributing  constructive  suggestions  of  our 
own.  The  psychologist  and  the  religious  workers  helped  vastly  in 
creating  our  soldiers'  morale.  Cannot  the  morale  needed  in  in- 
dustry be  secured  with  equal  success  ?  If  we  can  and  do  secure  it, 
it  will  be  by  making  industry  really  democratic.  And  if  we  do 
secure  it,  the  productivity  of  industry  will  be  greatly  increased 
because  those  who  have  its  success  at  heart  and  put  their  own  in- 
terest and  initiative  into  that  success  will  include  the  millions  of 
workers  and  not  merely  the  thousands  of  employers. 

Here  again  the  war  teaches  us  a  great  lesson.  The  miraculous 
accomplishments  of  the  United  States  were  due  not  to  a  centralized 
organizing  genius,  such  as  created  Grerman  military  power  in  forty 
years,  but  to  a  decentralized  cooperation  whereby  each  citizen,  of 
his  own  initiative,  tried  to  do  his  ^%it."  Not  only  was  the  war  a 
triumph  of  democracy  over  autocracy  but  it  demonstrated  the  effi- 
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ciency  of  the  democratic  method,  that  is,  the  method  which  relies 
on  enlisting  the  active  initiative,  the  enthusiastic  interest  and  will 
to  help,  of  the  people.  The  Prussian  method  has  failed  and  the 
Prussian  method  in  American  industry  has  failed  and  always  will. 

These  problems  of  industrial  discontent  are  only  some  of  the 
great  problems  now  before  us. 

There  is  not  time  even  to  sketch  the  others.  One  of  them  con- 
cerns the  rehabilitation  of  monetary  standards,  including  not 
simply  resumption  of  specie  payments  and  restoration  of  pars  of 
exchange  but  maintenance  of  purchasing  power.  I  have  often 
spoken  and  written  on  this  theme.  Here,  as  always,  we  must  be- 
ware of  the  bias — and  I  am  sorry  to  say,  I  know  of  one  economist 
who  has  not  escaped  it — of  special  interests,  whether  of  the  gold 
miner  or  silver  miner  or  of  the  creditor  or  debtor-interests. 

The  great  field  of  social  insurance  for  workingmen  and  espe- 
cially the  next  step — ^Health  Insurance — should  also  engage  our 
attention.  Here,  likewise,  we  must  steer  clear  of  the  bias  of  the 
employer,  the  trade  union,  the  insurance  company,  or  the  medical 
profession. 

The  problem  of  demobilization,  especially  the  problem  of  pre- 
venting unemployment  during  the  period  of  readjustment  and  the 
problem  of  the  future  occupation  in  industry  or  settlement  on 
land  of  our  soldiers,  especially  those  invalided,  are  also  before  us. 

These  and  other  problems  of  reconstruction  are  the  basis  of  our 
meeting  this  year,  as  our  program  shows.  The  thoughts  we  re- 
ceive at  this  annual  meeting  should  help  all  of  us  who  are  in  earn- 
est to  reach  conclusions  on  these  topics,  if  not  here  and  now,  soon 
afterward,  and  so  be  of  service  in  shaping  American  policy  in  the 
immediate  future. 

In  order  that  our  influence  may  be  fully  exerted,  I  believe  two 
new  agencies  are  needed — one  designed  to  diffuse  such  economic 
knowledge  as  we  possess  among  the  people  who  do  not  possess  it, 
and  the  other  designed  to  increase  that  knowledge. 

At  present  we  college  men  are,  in  a  sense,  teaching  the  wrong 
people.  We  reach  a  college  audience  which  is  not  only  small  but 
is,  I  think  most  teachers  will  agree,  less  in  need  of  our  elementary 
teachings  than  the  general  public. 

An  urgent  need,  in  my  opinion,  is  some  organized  machinery  for 
diffusing  economic  principles  among  the  masses  of  our  popula- 
tion. The  common  people,  whose  ideas  will,  more  and  more,  rule 
the  world,  are  in  crying  need  of  competent  instruction  in  eco- 
nomics, simplified  and  reduced  to  its  lowest  terms. 
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In  a  democracy  the  people  express  their  opinion  on  economic 
problems,  but  without  much  opportunity,  in  the  first  instance,  to 
make  that  opinion  intelligent.  Workmen  now  act  on  the  ideas, 
often  fallacious  even  from  the  standpoint  of  labor  alone,  of  labor 
leaders  woefully  ignorant  of  the  fundamental  principles  of  eco- 
nomics. It  is  for  lack  of  economic  enlightenment  that  they  ap- 
prove of  limitation  of  output,  extravagant  expenditure  on  public 
works,  slackness  and  inefficiency  of  workmen,  exclusion  or  de- 
struction of  ^^labor  saving"  machinery,  sabotage,  limitation  of  ap- 
prentices, cessation  of  trade  schools,  etc.  In  so  doing  they  are 
laboring  under  a  ^^make  work"  delusion.  Likewise,  they  are  apt 
to  cry  out  for  more  money  in  times  of  inflation,  under  a  money 
delusion.  It  is  encouraging  to  note,  however,  that  recently  some 
labor  elements,  especially  the  English,  as  indicated  by  their  recent 
manifesto  on  Reconstruction,  have  become  emancipated  from  most 
of  these  doctrines. 

The  second  suggestion  is  that  there  should  be  created  an  en- 
dowment for  economic  research,  in  the  management  of  which  labor, 
capital,  a];id  economists  would,  all  three,  share  and  which  would  be 
a  sort  of  laboratory  for  the  study  of  the  great  economic  problems 
before  us.  Today  the  physical  sciences  have  their  great  labora- 
tories, as  a  matter  of  course.  But  the  economist  is  expected  to 
secure  his  own  facts  and  statistics  and  make  his  own  calculations 
at  his  own  expense.  Expensive  research,  far  beyond  the  reach 
of  the  professor's  purse,  is  necessary  if  the  economist  is  to  be  of 
any  important  public  service  in  studying  wealth  distribution,  the 
profit  system,  the  problem  of  labor  unrest,  and  the  other  many 
pressing  practical  problems.  Harvard  University,  through  its 
Committee  on  Economic  Research,  and  other  Research  Bureaus, 
are  now  making  a  beginning  in  this  direction. 

Such  an  endowment  as  has  recently  been  suggested  might  be 
imder  the  auspices  of  this  Association  or  otherwiise  guarded 
against  narrow  or  partisan  control. 

Certainly  if  we  are  to  serve  the  great  world  democracy  which 
we  hope  to  see  arise  from  the  ashes  of  this  great  world  conflagra- 
tion, we  must  see  the  problem  whole. 

Our  present  opportunity  is  one  which,  if  now  missed,  may  never 
come  again.  The  war  has  kindly  lifted  us,  for  a  time,  out  of  the 
old  ruts.  Consequently  the  world  is  far  more  open-minded,  more 
expectant,  and  more  desirous  of  getting  at  the  real  truth  of  things 
today  than  ever  before.    But  as  the  years  roll  by  ruts  will  be  worn 
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again  and,  once  worn  wrongly,  may  be  harder  than  ever  to  efface 
or  correct. 

It  is  given  to  us  as  to  no  previous  generation  of  economists  to 
share  in  fixing  the  foundations  for  a  new  economic  organization 
and  one  which  shall  harmonize  with  the  principles  of  democracy. 

If  we  are  to  succeed  it  will  be  because  we  perform  our  task  with 
wisdom,  unselfishness,  and  impartiality.  As  economists  in  public 
service  in  a  democratic  world  we  are  pledged  not  to  serve  simply 
our  local  community,  our  own  country,  or  our  own  time,  but  to 
serve  rather  all  humanity  throughout  the  world  and  throughout 
future  generations. 


INTEREST  ON  INVESTMENT  AS  A  FACTOR  IN  MANU- 
FACTURING COSTS 

By  Clikton  H.  Scovell,  C.P.A. 
Boston,  Masfachvaetts 

Accounting  and  economics  are  necessarily  closely  associated. 
The  essential  factors  in  economic  discussions — ^rents,  wages,  and 
interest — ^are  reckoned  in  accounting  terms  of  debit  and  credit, 
and  the  reckonings  are  made  according  to  working  methods  that 
the  practice  of  accoimtancy  has  developed.  It  is  the  function  of 
the  economist  to  interpret  the  facts  of  industry  and  commerce, 
whereas  the  accountant  provides  the  necessary  methods  and  stand- 
ards for  measuring  and  recording  the  financial  results  of  business 
operations. 

It  is  important  that  both  economist  and  accountant  work  ac- 
cording to  sound  principles,  and  any  accounting  device  that 
makes  the  underlying  principles  of  business  stand  out  more  clear- 
ly, is  useful,  not  only  to  the  business  men  immediately  concerned, 
but  also  to  the  economists,  who  should  thereby  have  better  oppor- 
tunities for  analyzing  and  interpreting  the  business  facts.  Int^- 
est  on  investment  as  a  manufacturing  cost  deserves  consideration 
both  for  the  principle  involved  and  for  its  conspicuous  usefulness 
in  accounting  practice. 

The  Principles  Involved 

Considering  first  the  principles  involved,  we  note  that  econo- 
mists recognize  capital  as  a  factor  of  production  and  say  that  the 
return  to  those  who  furnish  capital  is  interest.  Another  factor 
of  production  is  management  (service  of  the  entrepreneur),  and 
the  return  to  those  who  manage  is  profit. 

The  fundamental  distinction  between  interest  for  capital  and 
profit  for  management  is  maintained  through  a  long  series  of 
references  to  standard  economic  writings,  and  the  reasoning  of 
the  economists  is  not  at  all  confused  by  any  question  of  who 
owns  the  capital. 

Management  must  make  outlays  for  wages  and  rates,  and 
whenever  the  manager's  capital  is  insufficient  he  must  borrow. 
The  sums  paid  by  management  to  the  capitalist  are  in  return  for 
the  service  or  use  of  capital,  just  as  wages  and  rent  are  paid  for 
the  services  of  labor  or  the  use  of  land.    If  a  manager  is  so  for* 
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tunate  as  to  own  all  the  capital  he  uses,  it  is  no  less  useful  or 
serviceable  on  that  account. 

It  seems  strange  that  any  difference  of  opinion  should  arise  in 
applying  these  fundamental  concepts,  but  much  of  current  ac- 
counting practice  departs  from  the  standards  of  the  economists, 
confuses  cost  for  capital  with  profit  for  management,  and  some- 
times reasons  incorrectly  about  the  return  on  capital  both  bor- 
rowed and  owned.  These  errors  arise  chiefly  because  accountants 
constantly  think  and  speak  of  "money  invested"  or  "capital  in- 
vested" instead  of  fixing  attention,  as  do  the  economists,  on  physi- 
cal assets  as  used  in  production. 

Interest  on  Borrowed  Money 

The  error  has  been  frequently  made  in  the  past  of  reckoning 
the  immediate  outlay  for  borrowed  capital  as  a  cost;  but  if  a 
proprietor  has  a  physical  plant  and  inventories  to  operate,  the 
cost  for  using  them  is  no  greater  because  he  is  borrowing  to  pro- 
vide some  of  these  assets.  Fortunately  there  has  already  been 
enough  discussion  of  these  matters  among  accountants  so  that 
mistakes  are  coming  to  be  less  frequent  in  the  reasoning  and  ac- 
counting that  relate  to  capital  borrowed.  Nearly  every  recent 
writer  who  has  advocated  the  exclusion  from  cost  of  interest  on 
investment  admits  that  interest  on  borrowed  money,  whether  se- 
cured by  mortgage  or  otherwise,  has  no  bearing  on  the  issue,  in 
either  theory  or  practice. 

The  errors  of  reasoning  chiefly  arise  with  reference  to  capital 
owned,  and  the  idea  is  frequently  expressed  in  accounting  practice 
and  in  accountants'  writings  that  a  proprietor  gets  the  use  of 
capital  he  owns  without  a  cost  to  himself.  The  idea  is  not  fully 
grasped,  and  seldom  adequately  expressed,  that  interest  on  in- 
vestment is  a  charge  to  cost.' 

Confusion  Between  Cost  and  Profit 

The  confusion  between  cost  and  profit  arises  again  and  again, 
and  frequently  the  argument  that  interest  on  investment  is  not 
a  cost  is  based  almost  entirely  on  the  assertion  that  it  is  a  profit. 
Thus,  A.  Lowes  Dickinson,  C.  P.  A.,  declares  in  the  JourmA  of 
Accountancy  for  August  1918,  page  89:  "The  fundamental  ob- 
jection to  treating  interest  and  rent — ^which,  except  in  so  far  as 
it  includes  compensation  for  services  rendered,  is  only  a  form 
of  interest — as  an  integral  part  of  the  cost  of  manufacture  is 
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that  all  interest  is  in  fact  profit."  This  fallacy  is  repeated  by 
every  writer  who  alleges  that  there  is  an  ^^anticipation  of  profits" 
by  reckoning  interest  on  investment  into  costs. 

The  same  logical  fallacy — of  substituting  assertion  for  argu- 
ment or  evidence — ^is  involved  in  the  declaration  that  the  total 
return  from  an  enterprise  is  to  be  considered  as  a  profit  divisible 
among  the  partners  or  ^^contributors''  (Mr.  Dickinson's  term), 
namely:  (1)  the  owners  of  the  capital  (other  than  land  and  build- 
ings), (2)  the  landlord  who  has  provided  the  land  and  buildings, 
and  (S)  the  manager  or  entrepreneur.  Obviously  if  interest  on 
investment  is  profit,  it  is  not  cost,  but  let  us  have  first  an  exact 
argument  and  sound  reasoning  as  to  whether  it  is  cost,  or  profit. 
If  the  conclusion  is  that  interest  on  investment  is  a  cost,  then 
wherever  it  appears,  it  is  a  cost  that  appears  and  not  a  profit. 

Intereit  a  Charge  for  the  Use  of  Capital 

Interest  on  investment  is  a  cost  and  not  a  profit  because  it  is 
a  charge  for  the  tue  of  capital,  and  there  is  a  cost  for  the  use  or 
service  of  capital  just  as  for  the  use  or  service  of  labor  or  land. 
When  attention  is  fixed  on  the  fact  that  physical  assets — ^plant 
and  inventories — are  in  constant  use,  it  is  not  hard  to  secure  an 
agreement  that  the  tise  of  9uch  assets  cannot  he  provided  free, 
and  that  to  provide  them  must  mean  a  cost  to  the  one  who  makes 
this  provision.  If  the  management  provides  its  own  capital,  the 
economic  cost  is  no  less  than  if  others  provide  it.  (Although  Mr. 
Dickinson  argues  that  interest  on  investment  is  not  a  cost,  he  cor- 
rectly says,  •  .  .  ^Hhe  manner  in  which  capital  is  provided  cannot 
affect  the  cost  of  manufacture.")^ 

Depreciation  a  Charge  for  Consuming  Capital 

Many  writers  say  that  depreciation  is  a  charge  for  the  use  of 
capital.  Thus,  ^'an  adequate  adjustment  in  respect  to  the  use  of 
the  machine  is,  or  should  be,  secured  through  the  charge  for  de- 
preciation, or  speaking  more  accurately  the  expired  outlay  upon 
productive  plants."^  And  ^^Modern  cost  accounting  does  provide 
an  adequate  charge  .  .  .  for  the  use  of  manufacturing  facilities 
by  arranging  for  a  proper  charge  to  output  for  the  depreciation 
caused  by  the  manufacturing  process.     By  this  assessment  for 

1  Quoted  in  Journal  of  Accountancy,  May,  1918,  by  J.  Lee  Nicholson,  ftom 
Mr.  Dickinson's  original  article  in  the  Papers  and  Discussions  of  the  S3rd 
Annual  Meeting  of  the  Amer.  Econ.  Assn.,  April,  1911,  p.  190. 

3  J.  E.  Sterrett,  CP.A.,  in  Journal  of  Aocountanejf,  Aprils  1913,  p.  948. 
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depreciation  •  •  .  the  entire  capital  investment  is  preserved  with- 
out impairment.'"  Both  of  these  quotations  refute  the  argument 
they  seek  to  make,  for  they  both  reveal  the  essential  character  of 
depreciation  as  a  cost  of  exhausting  an  asset — not  a  cost  for  its 
use  unimpaired. 

Consider  the  analogy  of  a  charge  for  the  rent  of  a  farm.  What- 
ever the  amount  of  that  rent,  the  assumption  is  that  the  tenant 
will  not  exhaust  the  land,  but  by  a  reasonable  rotation  of  crops 
and  good  use  maintain  its  fertility.  Even  when  he  does  this,  and 
if  he  paid  all  taxes  and  insurance  on  the  premises,  he  would  still 
expect  to  pay  something  for  the  use  of  the  assets  placed  at  his 
disposal. 

The  analogy  is  perfect  if  one  considers  the  rent  of  a  city  lot 
where  there  is  no  question  of  depreciation.  If  the  tenant  pays  all 
the  taxes,  he  would  still  expect  to  pay  for,  and  there  is  a  cost  to 
someone  to  provide,  the  capital  value  that  he  uses. 

The  conclusion  seems  warranted,  therefore,  that,  as  a  matter 
of  correct  principle,  interest  on  investment  is  a  cost  for  the  use 
of  capital,  and  that  depreciation  does  not  meet  the  requirements, 
trace  depreciation  is  a  cost  not  for  the  use  of  capital  but  for  the 
exhaustion  or  consumption  of  capital. 

Practical  Advantages 

Every  writer  who  has  attempted  anything  like  a  thorough  dis- 
cussion of  interest  on  investment  admits  that  this  element  must 
in  some  way  be  included  in  the  selling  price.  In  other  words,  in- 
terest on  the  plant  and  inventories,  which  are  the  tangible  ex- 
pressions of  the  capital  invested,  must  be  taken  into  consideration 
at  some  point,  for  if  the  net  profit  resulting  from  trading  does 
not  exceed  the  amount  which  the  capital  might  earn  invested  in 
standard  bonds  yielding  ordinary  rates  of  interest,  then  from  an 
investment  point  of  view  the  business  is  not  worth  while.  The 
only  question  is  then  at  what  point  interest  should  be  included  in 
the  accumulation  of  a  total  cost  to  sell. 

This  brings  us  to  an  argument  of  utility  or  convenience,  and 
the  reasoning  in  regard  to  this  important  matter  has  been  con- 
siderably obscured  by  constantly  dealing  in  generalities,  especially 
by  the  opponents  of  interest  inclusion,  who  have  never  so  far  as 
the  record  is  available,  indicated  clearly  how  they  would  deal  with 
the  practical  problems  which  the  cost  accountant  has  to  meet. 

s  Edward  C  Gough,  C.P.A.,  in  Journal  of  Aecountaney,  June,  1913,  p.  474. 
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Unit  Costs  for  Continuous  Process  Industries 

If  the  reasoning  were  confined  to  certain  kinds  of  business,  such 
as  mining,  transportation,  or  manufacture  by  continuous  pro- 
cesses, like  the  making  of  flour,  cement,  pig  iron,  or  wood  pulp, 
it  makes  but  little  practical  difference  whether  the  desired  infor- 
mation is  secured  by  reckoning  interest  on  investment  into  cost, 
or  by  leaving  it  out,  and  determining  an  average  profit  for  the 
industry  including  a  return  on  the  capital.  It  does  make  a  vast 
deal  of  difference,  however,  when  one  has  to  deal  with  the  practical 
problems  of  cost  accounting  in  most  industries. 

As  Professor  Cole  says,^  ^^No  comparison  is  possible  between 
different  establishments,  between  different  periods  in  the  sflime  es- 
tablishment, or  between  different  methods  in  the  same  establish- 
ment, if  capital  investment  in  labor-saving  or  material-saving 
machinery  is  neglected;  for  the  very  purpose  of  such  investment 
is  to  save  cost  in  other  directions,  and  to  neglect  the  capital  sacri- 
fice, made  in  saving  other  costs,  is  to  neglect  in  part  the  very  aim 
of  cost  accounting." 

Space  does  not  permit  a  complete  exposition  of  the  circiun- 
stances  and  the  practical  problems  in  management  and  cost  ac- 
counting for  which  there  is  no  satisfactory  solution  except  by 
reckoning  interest  on  investment. 

Whenever  it  is  desired  (1)  to  compare  the  efficiency  of  altern- 
ative methods,  (S)  to  measure  the  time  element  in  costs,  (S)  to  dis- 
tinguish between  the  profits  on  two  or  more  kinds  of  business 
(such  as  jobbing  and  manufacturing)  by  the  same  management, 
(4)  to  measure  the  cost  of  carrying  inventories  larger  or  smaller, 
or  of  more  or  less  valuable  material,  (5)  to  record  accurately  the 
costs,  and  therefore  the  profits,  of  complete  or  incomplete  plants 
(a  machine  shop  with  or  without  a  foundry,  an* automobile  fac- 
tory making  or  buying  its  engines),  (6)  to  compare  manufactur- 
ing costs  in  owned  or  rented  plants,  (7)  to  compare  the  cost  of 
power  generated  on  the  premises  with  purchased  current,  (8)  to 
reduce  varieties  of  financing  to  common  terms,  (9)  to  make  a 
uniform  cost  plan  for  associations,  the  work  cannot  be  well  done 
unless  interest  on  investment  is  reckoned  as  a  factor  in  cost. 

Btisiness  Policy  and  Unearned  Burden 

The  inclusion  of  interest  on  investment  in  cost  is  an  important 
factor  in  the  determination  of  manufacturing  and  selling  policy 

*  Journal  of  Accowntancy,  April,  1913,  p.  934. 
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particularly  during  periods  of  curtailed  production  when  part 
of  a  plant  is  lying  idle,  or  in  other  words,  when  part  of  the  capital 
is  not  producing.  The  principle  is  well  established  among  ex- 
perienced cost  accountants  that  for  each  operation  the  normal 
burden  should  be  determined  based  on  normal  activity  of  opera- 
tion, and  if  a  plant  is  not  operating  on  a  full  schedule,  the  burden 
applicable  to  the  idle  time  is  a  direct  loss,  and  not  an  additional 
cost  for  the  manufacture  of  the  limited  volume  of  output. 

Current  charges  showing  all  the  expense,  including  interest  on 
the  investment,  of  carrying  this  unused  capacity  for  manufactur- 
ing are  much  more  likely  to  arouse  an  executive  or  board  of  di- 
rectors to  action  than  a  mere  memorandum  of  approximate  fixed 
charges,  prepared  as  an  estimate  of  the  burden  on  unused  manu- 
facturing edacity.  Since  the  determination  of  accurate  rates  for 
overhead  or  burden,  and  particularly  sound  reasoning  in  regard 
to  these  rates  when  they  are  determined,  are  about  the  most  im- 
portant functions  of  a  cost  department  in  a  modem  business,  it 
seems  clear  that  no  pains  should  be  spared  to  get  the  burden  rates 
accurate,  and  particularly  that  they  should  be  made  to  include 
all  the  recognizable  costs  of  operation. 

Bookkeeping  for  Interest  on  Investment 

Since  this  paper  is  presented  to  a  joint  association  of  econo- 
mists and  instructors  in  accounting,  it  is  pertinent  to  consider 
bookkeeping  methods  by  which  the  interest  charge  may  be  calcu- 
lated and  applied  to  costs. 

The  method  which  is  uniformly  much  to  be  preferred  is  that  of 
determining  the  asset  values  of  all  kinds,  wherever  found,  and 
calculating  the  interest  thereon  as  a  charge  through  the  various 
channels  of  rent,  equipment  charges,  inventory  charges,  etc.,  with 
a  corresponding  credit  to  an  account  known  as  Interest  Charged 
to  Cost,  which  is  a  credit  each  period  to  the  Loss  and  Gain  ac- 
count, and  as  such  is  available  for  dividends,  if  not  offset  by  losses 
of  one  kind  or  another.  This  method,  in  fact,  is  the  only  one 
that  can  be  worked  out  in  a  practical  way  in  an  industrial  estab- 
lishment that  requires  careful  analysis  and  subdivision  of  its  over- 
head charges  or  burden. 

The  ''Net  Investment'*  Method 

The  other  method  is  applicable  to  trading  establishments  (with 
only  one  kind  of  inventory,  so  that  it  is  not  necessary  to  reckon 
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fixed  charges  on  different  classes  of  the  business)  or  to  the  Yerj 
simplest  manufacturing  conditions.  According  to  this  method,  in- 
terest charged  to  cost  or  expense  will  be  divided  between  interest 
on  borrowed  money  and  interest  on  capital  owned«  The  interest 
on  borrowed  money  is  interest  on  bonds,  notes,  and  accounts  pay- 
able. Interest  on  capital  owned,  as  a  charge  complemewtary  to 
interest  on  borrowed  money^  is  reckoned  on  the  ^^net  investment 
in  the  business,  that  is,  on  the  difference  between  the  sum  of  the 
assets — cash,  notes  and  accounts  receivable,  raw  materials,  work- 
in-process  and  finished  goods  inventories,  prepaid  interest,  insur- 
ance, etc.,  and  the  sum  of  all  the  liabilities — ^notes  and  accounts 
payable  and  all  accrued  items.  (The  reader  will  note  the  omis- 
sion of  plant  and  equipment  assets.) 

When  this  second  method  is  used,  the  charge  to  cost  will  come 
in  two  parts:  first,  as  interest  is  reckoned  and  paid  for  borrowed 
money;  and,  second,  an  amount  by  a  journal  entry,  reckoning  at 
the  agreed-upon  rate  of  interest  on  the  net  investment  as  above 
defined.  The  interest  on  the  borrowed  money  will  be  a  cash  dis- 
bursement, when  the  interest  is  paid;  the  second  part  of  the  entry 
will  be  carried,  as  in  the  first  method,  as  a  credit  to  an  income  ac- 
count known  as  Interest  Charged  to  Cost. 

A  theoretical  objection  to  reckoning  the  interest  charged  to 
cost  in  two  parts  in  this  way  is  that  it  involves  the  use  of  two 
rates,  one  of  which  is  bound  to  fluctuate  from  time  to  time,  as  the 
current  market  rate  for  business  paper  goes  up  or  down.  This 
introduces  a  variable  element  into  the  calculation  which  is  objec- 
tionable, particularly  when  uniformity  is  sought  in  accoimting  for 
an  entire  industry;  as  two  business  enterprises,  otherwise  sub- 
stantially alike,  may  be  financed  so  differently  that  one  wiU  have 
much  of  its  interest  charge  derived  from  borrowed  money,  and  the 
other  will  have  none  from  that  source,  but  all  the  interest  cost 
reckoned  as  a  rate  on  the  investment.  It  is  fundamentally  cor- 
rect to  say  that  *^the  dollar  owned  does  just  as  much  work  and 
should  be  compensated  as  is  the  dollar  borrowed" ;  but  since  that 
is  true,  they  should  be  compensated  dUke  when  used  in  the  same 
business.  As  that  is  impossible  according  to  the  *'net  investment** 
method,  with  one  or  more  rates  on  borrowed  money  and  the  agreed- 
upon  and  probably  different  rate  on  the  net  investment,  it  seems 
that  that  method  should  be  abandoned  in  favor  of  one  that  does 
not  involve  such  inconsistency. 

Another  very  serious  objection  to  this  *'net  investment*'  method. 
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even  within  the  limited  field  in  which  it  can  possibly  be  applied,  is 
that  it  can  rarely  be  used  unmodified.  In  the  Harvard  System  of 
Accounts  for  Shoe  Wholesalers,  published  in  the  summer  of  1916, 
there  is  the  most  authoritative  exposition  of  this  method  known 
to  the  author,  and  there  the  reader  will  find  that  interest  on  land 
and  buildings  is  specifically  excluded  from  the  *^net  investment" 
calculation,  for  the  good  and  sufficient  reason  that  it  is  a  charge 
to  a  Rent  account,  which  must  be  set  up  completely,  and  inde- 
pendently of  other  expenses,  if  any  comparison  is  to  be  made  be- 
tween businesses  which  operate  in  premises  owned  and  businesses 
which  operate  in  premises  rented.  This  difficulty  would  be  much 
more  serious  in  a  manufacturing  establishment,  where  interest  on 
the  investment  must  be  reckoned  for  the  equipment,  usually  in 
several  different  subdivisions,  and  on  three,  or  perhaps  four,  dif- 
ferent kinds  of  inventories. 

Even  in  a  merchandising  business,  such  as  wholesaling  shoes, 
the  plan  as  defined  breaks  down,  to  the  extent  that  further  excep- 
tions must  be  made,  if  the  proprietors  are  interested  to  get  an 
accurate  measure  of  the  results  between  selling  shoes,  for  example, 
and  rubber  footwear,  which  most  of  these  establishments  also  han- 
dle. In  a  business  like  wholesale  hardware  it  would  be  indispen- 
sable to  reckon  fixed  charges  on  inventories  by  classes,  in  order  to 
measure  the  results  in  a  satisfactory  way.  Whenever  fixed  charges 
require  any  considerable  division  the  ''net  investment"  plan  breaks 
down  completely. 

Whenever  an  attempt  is  made  to  use  this  method  attention 
shotdd  be  fixed  on  the  stum  of  the  two  charges,  namely,  interest 
on  borrowed  money  and  interest  on  capital  owned.  If  the  busi- 
ness operates  with  extensive  borrowing,  the  interest  charge  on  that 
account  will  be  large.  If  the  owners  have  provided  most  of  the 
capital,  most  of  the  amount  charged  into  cost  will  be  credited  to 
the  account  Interest  Charged  to  Cost,  and  then  to  Loss  and  Gain. 

Some  Objections  Answered 

The  distinction  of  leadership  in  opposition  to  the  inclusion  of 
interest  on  investment  as  a  charge  to  cost  has  generally  been  ac- 
corded to  A.  Lowes  Dickinson,  C.P.A.,  who  presented  his  views 
some  years  ago  before  the  American  Economic  Association.  This 
article  with  some  supplementary  material  was  reprinted  in  the 
Journal  of  Accownta/ncy  for  August,  1913,  and  is  one  of  the  ablest 
statements  of  the  view  that  interest  on  investment  is  not  properly 
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an  element  in  manufacturing  cost.  Mr.  Dickinson  presaits  the 
same  views  in  his  well  known  book  on  Accownting  Practice  and  Pro- 
cedure. 

Interest  and  Rent 

By  the  same  reasoning  that  supports  this  view,  Mr.  Dickinson 
reaches  the  conclusion  that  rent  also  should  be  excluded  from 
manufacturing  cost.  This  opinion  will  probably  be  condemned 
without  discussion  by  any  business  man  who  has  realized  the  stem 
necessity  of  paying  rent  in  order  to  continue  his  manufacturing 
or  other  business  operations. 

Some  emphasis  on  the  landlord's  functions,  in  fact,  is  pretty 
certain  to  convince  a  manufacturer  that  he  has  not  reckoned  on 
the  whole  cost  of  his  operations  with  buildings  and  equipment 
owned  until  he  has  set  up  the  accounting  equivalent  to  what  his 
landlord  would  have  if  the  manufacturing  operations  were  being 
carried  on  in  rented  buildings,  or  with  leased  machinery. 

The  landlord  has  to  pay  insurance,  taxes,  and  repairs,  unless 
these  charges  are  assumed  by  a  tenant  as  part  of  the  terms  of  the 
lease.  He  must  incur  the  loss  from  depreciation.  Even  the  most 
liberal  repairs  will  not  entirely  check  the  deterioration  and  obso- 
lescence of  a  structure.  It  may  serve  well  for  a  generation  or 
longer,  but  the  time  surely  comes  when  because  of  structural 
weakness,  or  the  superiority  of  modem  design  or  a  better  location, 
it  cannot  be  used  economically.  This  lack  of  fitness  is  essentially 
a  landlord's  risk. 

The  landlord  expects,  if  possible,  to  charge  as  rent  enough  to 
make  his  property  pay  a  fair  return  on  the  investment.  If  the 
title  passes  in  course  of  time  to  the  man  who  has  hitherto  been  the 
tenant,  does  it  cost  him  any  less — in  any  sense,  either  practically 
or  as  an  economic  theory — to  make  shoes  or  shirts,  furniture  or 
machinery  in  that  building  because  he  now  owns  it?  It  is  true 
that  he  no  longer  pays  in  cash  the  landlord's  charge,  but  can  any- 
one contend  that  his  product  is  manufactured  cheaper  than  be- 
fore?   The  anftwer  is  a  self -evidenced  negative. 

It  is  certainly  an  excursion  into  the  depths  of  economic  theory 
thus  to  compare  interest  and  rent.  In  the  article  referred  to, 
Mr.  Dickinson  places  a  footnote  which  reads,  '^It  may  be  well  to 
mention  here  that  rent  may  include  something  more  than  interest, 
in  which  case  a  part  thereof  may  properly  be  included  in  cost,  and 
further  that  in  the  case  of  oiBce  rent,  convenience  and  the  relative 
unimportance  of  the  amounts  may  sometimes  justify  their  inelu- 
^ion  in  the  cost  of  production  or  selling,  usually  the  latter/^ 
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The  reader  who  will  refer  to  Mr.  Dickinson's  article  will  see 
that  although  he  speaks  of  rent,  or  rentals,  as  merely  a  kind  of 
profit,  and  on  that  reasoning  not  chargeable  into  the  cost  of 
manufacturing,  the  footnote  makes  some  recognition  of  the  fact 
that  certain  expenses  of  doing  business  frequently  comprised  in 
the  term  rent^  such  as  insurance  and  taxes  on  the  buildings  or 
rented  equipment,  and  also  depreciation  and  repairs,  are  inevitable 
items  in  a  charge  to  cost,  because  of  their  actual  and  unavoidable 
character,  which  finds  expression  in  the  ultimate  disbursement 
from  the  cash  drawer. 

The  footnote  refers  to  a  paragraph  in  Mr.  Dickinson's  article 
in  which  he  speaks  of  the  landlord  as  a  partner  in  the  business. 
It  seems  to  the  present  author  unsound  in  theory  and  wholly  im- 
practicable to  regard  a  landlord  as  a  partner  in  a  business  in  re- 
spect to  the  capital  he  has  invested,  but  not  in  respect  to  the  taxes 
and  insurance  that  he  pays,  his  outlay  for  repairs,  or  his  loss 
through  depreciation.  Practical  common  sense  seems  to  say  that 
the  landlord  is  a  creditor  rather  than  a  partner  or  "contributor" 
(Mr.  Dickinson's  term)  to  the  enterprise,  so  that  what  is  paid  to 
the  landlord  is  clearly  a  cost. 

Inflated  Inventories 

The  objection  is  often  made  that  to  reckon  interest  into  cost 
"inflates"  the  value  of  an  inventory.  This  objection  is  a  part  of 
the  same  fallacy  which  alleges  that  interest  is  a  profit,  for  if  in- 
terest on  investment  is  shown  to  be  a  cost,  it  logically  and  prop- 
erly raises  the  value  of  manufactured  goods  as  much  as  any  other 
cost,  and  there  is  no  "inflation"  by  including  it  in  the  inventory. 

Now  any  inventory  of  manufactured  goods  has  used  capital, 
frequently  in  huge  quantities,  in  the  process  of  conversion  from 
raw  material  to  finished  product.  It  has  also  used  capital  in  the 
possession  of  the  producer  before  coming  to  the  manufacturer, 
and  the  purchase  price  to  him  is  higher  accordingly.  If  it  has 
used  capital  it  therefore  has,  indisputably,  a  greater  cost.  If 
the  manufacturing  business  has  been  sensibly  managed,  the  pro- 
duct is  worth  what  it  has  cost  in  capital  in  its  last  stage  (manu- 
facturing), just  as  much  as  in  any  previous  (producing)  stage. 
To  be  specific,  the  capital  cost  of  converting  seasoned  lumber  into 
furniture  is  just  as  inevitably  an  addition  to  its  cost,  and  just  as 
fair  an  addition  to  its  Inventory  price,  as  the  cost  of  seasoning  it 
beforehand. 
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In  short,  it  takes  capital  to  manufacture,  more  or  less  capital 
according  to  the  kind  of  product  made,  and  according  to  the 
manufacturing  policy  pursued.  Frequently  a  liberal  use  of  capi- 
tal diminishes  other  costs,  and  the  too  meager  use  of  capital  in- 
creases other  costs.  Interest  on  investment  is  the  conventional  and 
logical  way  of  expressing  capital  cost. 

Accepting  an  arbitrary  charge  for  depreciation  as  a  good  asset 
in  the  cost  of  manufactured  goods,  the  logic  seems  unavodiable 
that  there  is  no  greater  objection  to  an  arbitrary  charge  for  in- 
terest. Why  is  not  one  kind  of  cost  as  good  an  addition  to  value 
as  another? 

There  is,  therefore,  no  reason  why  an  inventory  should  not  be 
carried  at  all  its  costy  including  so  much  thereof  as  may  be  due  to 
interest  on  the  investment  employed. 

While  we  are  on  the  subject  of  inventory  values,  let  us  consider 
how  trivial  in  comparison  with  some  real  inventory  weaknesses  is 
any  possibility  of  '^inflated"  costs  because  of  a  calculation  of  in- 
terest on  the  investment.  Accountants  of  high  standing  who  ob- 
ject to  reckoning  interest  on  investment  are  known  to  the  writer 
to  have  passed  with  approval  inventories  in  which  goods  were 
taken  higher  than  in  the  preceding  annual  inventory,  because,  for- 
sooth, with  a  curtailed  volume  they  "cost  more  to  make"  during 
the  later  year  than  during  the  earlier.  In  this  proceeding  we 
have  an  expense  which  is  not  in  any  proper  sense  cost-to-manu- 
facture unhesitatingly  added  to  inventory  values  "at  cost.'* 

Situations  like  this  reveal  most  conclusively  the  fallacy  of  the 
old-fashioned  plans  of  charging  all  burden  into  cost,  or  if  a  nor- 
mal burden  is  first  calculated,  the  mistake  of  adding  a  "supple- 
mentary rate."  If  the  product  of  a  plant  is  sold  as  fast  as  it  is 
manufactured,  there  is  no  difference  in  the  net  profit^  according 
to  one  plan  or  the  other,  but  if  inventories  are  changing  in  vol- 
ume, there  will  be  a  very  real  inflation  of  profits  and  assets  with 
an  increasing  inventory,  and  a  very  poor  and  unreal  showing  of 
profits  per  volume  of  sales  during  a  period  of  diminishing  inven- 
tories. 

All  accountants  will  agree  that  it  is  highly  desirable  for  a  cor- 
rect view  of  profits  that  the  inventories  be  priced  correctly,  es- 
pecially so  if  there  are  fluctuations  in  the  volume  of  inventory 
from  one  closing  to  another.  If  the  custom  is  to  overvalue  in- 
ventories, profits  are  obviously  overstated  in  periods  when  in- 
ventories accumulate,  and  understated  in  periods  when  stocks  di' 
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minish.  If  it  is  the  practice  to  undervalue  the  inventories,  just 
the  reverse  effect  is  produced. 

If  it  is  desired  to  have  the  inventory  conservatively  stated  in 
total,  it  is  altogether  better  to  make  a  suitable  reserve  to  ac- 
complish that  result,  rather  than  to  leave  out  essential  and  calcu- 
lable elements  in  the  cost. 

Auditors  not  skilled  and  experienced  in  industrial  accounting 
certainly  encounter  difficulties  in  trying  to  decide  on  the  signifi- 
cance and  sufficiency  of  much  that  passes  for  cost  accounting. 
The  errors  of  this  kind,  committed  in  good  faith  but  in  blissful 
ignorance  of  realities,  are  likely  to  far  outweigh  any  possible 
overvaluation  resulting  from  debatable  elements  in  a  scientifically 
calculated  cost. 

Let  no  one  infer  from  these  remarks  that  the  writer  underesti- 
mates the  importance  of  being  conservative  in  valuing  inventories. 
Accountants  should  strive  zealously  to  see  that  items  or  values 
that  do  not  belong  in  the  inventory  are  excluded.  There  may  be 
many  considerations  to  influence  the  adoption  of  a  price  below 
cost  on  inventory  items,  or  a  liberal  reserve  against  the  total,  or 
important  sections,  of  the  inventory.  If  there  are  good  reasons 
for  such  action  in  a  given  case,  by  all  means  observe  them  con- 
sistently, but  if  cost  is  the  basis,  by  all  means  get  it  aU  in. 

Alleged  Difficulty  Regarding  the  Rate 

An  objection  raised  by  those  who  oppose  the  inclusion  of  in- 
terest on  investment  is  the  difficulty  of  deciding  as  to  the  rate  that 
should  be  used,  but  the  argument  on  this  point  is  really  part  of 
the  confusion  between  interest  and  profit. 

There  will  be  no  great  difference  of  opinion  among  well  in- 
formed people  as  to  what  is  a  fair  investor's  rate  with  proper 
security  for  principal  and  income  and  reasonable  marketability. 
The  Harvard  Bureau  of  Business  Research  recommends  the  use  of 
'Hhe  ordinary  interest  rate  on  reasonably  secured  long-term  in- 
vestment, in  the  locality  in  which  the  business  is  situated.  In 
measuring  the  result  of  his  business,  as  has  already  been  pointed 
out,  the  business  man,  if  he  thinks  about  the  subject  at  all,  com- 
putes the  amount  of  interest  which  his  capital  would  earn  if  he 
invested  it  in  something  else.  The  Bureau  has  determined  from 
its  inquiries  that  there  seems  to  be  in  each  locality  a  definite  idea 
as  to  what  constitutes  a  current  rate  of  interest." 

It  might  well  be  added  that  the  rate  of  depreciation  is  as  diffi- 
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cult  to  determine,  and  as  a  matter  of  practical  experience  a  ^oup 
of  business  men  are  better  informed  and  can  come  nearer  to  agree- 
ing on  a  suitable  rate  of  interest  to  charge  than  they  can  on 
suitable  rates  of  depreciation. 

As  to  the  validity  of  an  interest  rate  to  be  used  in  cost  account- 
ing, nothing  more  is  required  than  that  it  should  be  reasonable 
and  agreed  upon  by  the  persons  concerned.  This  is  particularly 
true  when  a  group  of  competitors  are  interested  in  establishing  a 
plan  of  uniform  accounting. 

Significance  of  the  Rate  Chosen 

One  of  the  most  technical  and  scholarly  articles  that  has  ever 
appeared  in  opposition  to  the  inclusion  of  interest  on  investment 
as  a  charge  to  cost  is  that  by  George  O.  May,  C.P.A.,  in  the 
Journal  of  Accountancy  for  June,  1916.  Mr.  May's  article  is 
given  over  chiefly  to  a  discussion  of  the  rate  that  shall  be  used. 

The  principal  argument  against  the  inclusion  of  interest  in 

Mr.  May's  article  is  based  on  a  confusion  between  the  returns  on 

capital  and  the  returns  to  the  proprietor  for  his  skill  or  risk.     It 

/  is  a  mistake  to  refer,  as  Mr.  May  does,  to  ^^compensation  of  the 

proprietor's  capital."  The  returns  for  the  proprietor's  capital 
can  be  reckoned  by  other  standards  with  considerable  accuracy, 
and  whatever  else  he  gets  is  a  return  for  something  besides  capital. 

Another  opponent  of  including  interest,  W.  P.  Hilton,  C.P^., 
writing  in  the  Journal  of  Accoumia/ncy  for  October,  1916,  speaks 
of  adopting  a  plan  whereby  the  ^treasonable  expectancy  rate"  is 
made  a  factor  of  expense. 

We  can  also  accept  Mr.  Dickinson's  statement  that  ^4f  any  in- 
terest rate  is  to  be  assumed,  it  can  only  be  a  rate  which  repre- 
sents a  fair  compensation  for  the  use  of  the  capital."  It  is  true 
that  proceeding  from  this  point  Mr.  Dickinson  argues  that  in  the 
compensation  for  the  capital  there  is  involved  a  large  and  im- 
portant element  of  risk,  and  any  argument  on  this  point  must 
admit  that  there  is  no  interest  rate  in  practice  which  is  entirely 
free  from  risk.  The  current  rate,  or  reasonable  expectancy,  how- 
ever, is  generally  understood  among  business  men. 

How  Business  Men  Regard  Interest  on  Investment 

In  the  arguments  of  Mr.  Dickinson,  Mr.  May,  and  others  who 
oppose  the  inclusion  of  interest,  reference  is  made  repeatedly  to 
the  return  on  the  investment  in  a  given  industry.    Nearly  every 


Interest  on  Investment  a  Manufacturing  Cost  Factor       S5 

accountant  would  agree  with  Mr.  May  when  he  says,  "The  rate 
which  will  attract  capital  into  an  industry  would  seem  to  be  one 
of  the  things  which  accounts  should  help  to  determine  .  •  .,"  but 
the  rate  which  will  prove  attractive  in  a  given  industry  can  be  de- 
termined with  even  greater  clearness  by  charging  interest  into 
cost  than  by  leaving  it  out. 

If  the  attention  of  prospective  investors  is  fixed  on  the  probable 
rate  of  return  on  capital  embarked  in  a  particular  enterprise,  it 
seems  certain  that  they  will  make  a  comparison  between  the  con- 
ventional investors'  rate  and  the  amount  that  they  can  expect  to 
earn  from  the  investment  in  question,  or,  in  other  words,  how 
much  better  they  can  do  in  the  new  industry  than  with  their  capital 
invested  as  it  is. 

Capital  has  a  fairly  well-determined  market  value,  but  loss  or 
gain  is  a  function  of  management.  Men  may  be  more  or  less  suc- 
cessful, have  more  or  less  good  luck,  but  irrespective  of  these 
considerations,  they  have  an  inevitable  fixed  charge  for  capital, 
just  as  inevitable  as  a  fixed  charge  they  would  have  for  rent  if 
they  were  engaged  in  business  using  leased  property. 

When  reference  is  made  to  "that  rate  which  will  attract  capi- 
tal into  an  industry,"  on  a  premise  that  interest  on  the  invest- 
ment is  excluded,  the  reasoning  is  that  the  total  net  business  re- 
turn is  a  residue.  This  is  the  idea  which  the  modem  economists 
refute  when  they  insist  that  the  charge  for  capital  shall  be  paid 
first,  and  that  the  residue  shall  be  profit  only. 

The  Governments  Attitude  Towards  Interest 
Prior  to  the  war,  the  principal  ofiicial  statement  on  behalf  of  the 
United  States  Government  in  regard  to  the  treatment  of  inter- 
est in  costs  was  in  a  pamphlet  published  by  the  Federal  Trade 
Commission  under  date  of  July  1,  1916,  "Fundamentals  of  A  Cost 
System  for  Manufacturers." 

Under  the  subject  of  building  expense,  page  11,  the  pamphlet 
says:  "Rent  includes  a  return  on  the  investment  in  addition  to 
the  items  named  (the  items  named  were  insurance,  taxes,  deprecia- 
tion, repairs,  heat,  light,  elevator  and  janitor  service,  and  water). 
So  when  it  is  desired  to  make  comparisons  between  plants  where 
the  building  is  owned  and  where  it  is  rented,  the  return  on  the 
investment  must  be  taken  into  consideration."  Since  this  com- 
parison is  one  that  must  frequently  be  made,  it  was  helpfid  to 
have  the  Federal  Trade  Commission  express  the  correct  view  so 
concisely. 
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In  a  passage  amounting  to  a  page  of  fine  type  on  the  general 
subject  of  interest,  the  Commission  said,  ^^The  cases  where  it  is 
desirable  to  include  interest  in  cost  may  be  grouped  under  two 
heads : 

^^1.  Where  materials  have  to  be  stored  for  long  periods  while  a 
seasoning  process  is  being  completed. 

"2.  Where  it  is  desired  to  show  the  effect  of  variations  in  the 
amount  of  capital  employed  and  the  term  of  employment." 

Regarding  a  seasoning  process  the  pamphlet  says,  •  •  .  **the  in- 
terest on  the  capital  locked  up  during  the  seasoning  process  forms 
in  a  sense  a  direct  part  of  the  cost  of  material.  If  the  material 
were  purchased  in  a  seasoned  condition,  a  higher  price  would  have 
to  be  paid,  and  this  price  would  at  least  include  interest  and  other 
carrying  charges." 

Regarding  expensive  equipment  and  the  length  of  time  to  com- 
plete various  processes,  the  pamphlet  says,  *^It  is  impossible  to 
get  true  relative  costs  unless  consideration  is  given  to  interest  on 
the  capital  employed." 

Interest  in  War  Contracts 

The  definition  of  cost  has  been  an  important  practical  problem 
for  various  government  departments  since  the  United  States  en- 
tered the  war  in  the  spring  of  1917,  and  in  respect  to  interest  on 
investment  the  situation  has  not  been  well  handled. 

In  the  summer  of  1917  a  pamphlet  was  issued  containing  the 
recommendation  by  an  Interdepartmental  Conference  on  Uniform 
Contracts  and  Cost  Accounting  Definitions  and  Methods.  Among 
the  items  included  in  a  "general  definition  of  cost"  was  "a  fair 
proportion  of  overhead  expenses." 

As  the  general  definition  of  cost  was  originally  drafted,  interest 
was  excluded,  but  not  rent,  and  in  a  letter  of  protest  distributed 
by  the  writer  under  date  of  August  8,  1917,  the  comment  was 
made  that  "the  practical  result  of  allowing  rent  and  disallowing 
interest  is  that  a  manufacturer  in  a  rented  plant  reckons  in  his 
bookkeeping  cost  economic  factors  which  the  manufacturer  who 
owns  his  plant  is  required,  by  the  proposed  regulations,  to  elimi- 
nate. There  are  enough  manufacturers  in  the  United  States  oper^ 
ating  in  rented  plants  to  justify  the  statement  that  this  pro- 
ceeding is  a  grievous  injustice  to  the  men  who  are  operating  i/n 
plants  that  they  own.** 

Regarding  the  exclusion  of  interest  on  investment,  this  same 
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letter  of  protest  included  the  following  comments:  ^^To  exclude 
interest  on  the  investment,  furthermore,  operates  to  the  practical 
disadvantage  of  the  manufacturer  who  is  conducting  a  business  in- 
cluding all  the  processes  from  the  initial  conversion  of  raw  ma- 
terial to  the  finished  product,  in  contrast  with  a  manufacturer 
who  buys  a  great  many  manufactured  parts  and  whose  product, 
similar  to  his  competitor's  in  other  respects,  is  largely  made  by 
assembling.  The  second  manufacturer  naturally  treats  his  pur- 
chases of  parts  as  material  costs,  and  he  necessarily  acquires  them 
at  a  price  which  has  included  profits  equivalent  to  or  greater  tha/n 
interest  on  the  investment  to  the  previous  manufacturer  who 
produced  them.  A  manufacturer  who,  instead  of  buying  and 
assembling,  plans  comprehensive  detail  manufacturing  for  every 
step  that  his  finished  product  requires,  should  not  be  penalized  on 
that  account  in  stating  costs  and  reckoning  profits  thereon." 

When  the  pamphlet  was  finally  printed  it  read,  ^^By  the  term 
^overhead  expenses'  is  meant  the  indirect  labor  and  other  manu- 
facturing expenses,  and  the  general  and  administrative  expenses 
applicable  to  and  necessary  in  connection  with  the  production  of 
the  article  contracted  for  hereunder.  It  does  not  include  (among 
other  items)  the  following:  Interest ^  rent^  advertising,  collection 
expenses,  credit  losses  and  customers'  discounts,  and  such  taxes 
as  income  and  excess-profits  taxes  imposed  by  the  United  States 
Government  (interest,  rent,  and  selling  expenses,  will  not  be  al- 
lowed as  part  of  the  overhead  cost  but  may  be  the  subject  of 
special  compensation  when  so  stipulated  in  the  contract)." 

We  have  no  knowledge  of  reasonable  rent  charges  being  thrown 
out  of  government  contracts  during  the  years  1917  and  1918,  but 
numerous  instances  have  been  reported  of  interest  on  investment 
being  excluded.  This  method  of  handling  the  contracts  has  given 
an  important  and  unfair  advantage  to  the  manufacturer  whose 
product  is  largely  assembled  or  who  is  renting  buildings  or  equip- 
ment. 

Significa/nce  of  Turnover 

It  should  be  clearly  understood  that  the  issue  raised  in  respect 
to  government  contracts  is  not  one  of  more  profits  or  less.  When 
the  manufacturing  cost  has  been  correctly  determined,  it  may  be 
fair  to  the  manufacturer  to  give  him  a  10  per  cent  profit,  or  it 
may  be  that  he  should  have  more  than  10  per  cent  on  goods  which 
take  a  long  time  to  manufacture  and  accordingly  have  a  slow 
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tumover,  or  perhaps  a  great  deal  less  than  10  per  cent  on  goods 
which  have  a  rapid  turnover. 

The  statement  is  familiar  enough  to  accountants  and  students 
of  business  affairs  that  a  rapid  turnover  increases  profit,  or 
makes  possible  a  smaller  margin  of  profit  on  individual  sales.  An- 
alyzing this  situation  further,  it  is  seen  to  be  in  substance  merely 
that  the  business  with  the  rapid  turnover  uses  the  capital  in  ques- 
tion a  much  shorter  time  between  the  purchase  of  the  raw  material 
and  the  sales.  < 

The  Relation  Between  Capital  and  Labor 

In  Mr.  Dickinson's  original  article,  which  bore  the  title  'The 
Fallacy  of  Including  Interest  and  Rent  as  Fart  of  Manufactur- 
ing Cost,"*  he  touches  on  the  relation  between  capital  and  labor 
in  the  following  terms,  'The  only  rate  which  could  be  justified  in 
argument  would  seem  to  be  that  inasmuch  as  the  capitalists  have 
charged  into  costs  and  obtained  for  themselves  the  rate  which  they 
might  think  they  ought  to  realize  on  the  whoie  business  (italics 
are  not  in  the  original),  the  balance  of  it,  which  under  such  a  pro- 
cedure would  be  called  profit,  does  not  belong  to  than  at  all,  but 
to  those  who  purchased  goods  from  them,  to  the  general  public, 
or  to  the  government.  This  is  an  argument  which  would  hardly 
be  admitted  by  a  manufacturer."  This  passage  quoted  from  Mr. 
Dickinson's  article  requires  a  restatement  to  correspond  with  the 
facts  in  the  business  world.  It  is  not  intended,  by  those  who  advo- 
cate interest  in  costs,  that  capitalists  should  charge  into  costs, 
and  obtain  for  themselves,  the  rates  which  they  think  they  ought 
to  realize  in  a  particular  business^  but  rather  that  they  should 
charge  into  cost  the  rate  which  they  ought  to  realize  from  any 
business  use  of  capital^  and  that  they  are  entitled  to  something  in 
addition  to  that  rate  for  the  risk  that  they  incur  for  running  the 
particular  business  in  question. 

In  an  introduction  accompanying  the  reprint  of  this  original 
article,  Mr.  Dickinson  says:  ''If  any  interest  rate  is  to  be  as- 
sumed it  can  only  be  a  rate  which  represents  a  fair  compensation 
for  the  use  of  the  capital.  If  the  selling  price  or  rate  yields  a 
profit  over  and  above  the  cost  of  material  and  labor,  a  fair  return 
on  the  capital  employed  and  fair  compensation  for  management, 
it  would  seem  that  to  the  extent  of  this  profit  the  price  charged 
is  excessive,  at  least  where  the  manufacture  is  not  conducted  un- 
der  some  patent  or  other  special  process  for  which  a  further  com- 

fi  Journal  of  Accountancy,  December,  1911, 
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pensation  may  fairly  be  exacted.  This  is  not  a  conclusion  that 
a  manufacturing  or  public  service  corporation  whose  prices  or 
rates  are  attacked  can  afford  to  admit,  more  especially  as  those 
attacking  the  rates  are  not  bound  by  the  interest  rate  adopted, 
as  the  corporation  might  be.'** 

There  may  be  some  doubt  in  the  minds  of  the  general  public  as 
to  what  is  a  fair  compensation  for  management,  but  there  can  be 
no  doubt  that  any  article  or  service  provided  for  the  public  must 
be  paid  for  at  a  price  which  will  include  the  cost  of  material,  la- 
bor, and  burden,  and  a  fair  return  on  the  capital  employed.  It 
seems  almost  certain  that  if  these  factors  are  set  forth  clearly,  the 
argument  will  take  shape  much  more  rapidly  in  regard  to  the  fair 
compensation  for  management.  It  is  generally  true  that  the  more 
clearly  a  case  is  stated,  the  more  quickly  is  it  understood,  and  a 
conclusion  reached  equitable  to  all  concerned. 

This  argument  involving  a  calculated  return  on  capital  and  a 
reward  for  management  is  taken  up  more  in  detail  by  Mr.  Greorge 
L.  May  in  his  article  in  the  Journal  of  Accov/ntancy  in  June, 
1916.  Mr.  May  says:  ^'Upon  any  great  question  the  tendency 
must  be  to  reduce  the  issue  to  the  simplest  terms.  The  fair  dis- 
position of  the  results  of  organized  industry  is  one  of  the  great- 
est of  questions,  and  the  issue  here  is  reduced  in  the  public  mind 
to  one  between  labor  and  capital — everything  that  does  not  go  to 
labor  is  regarded  as  going  to  capital.  The  elements  other  than 
labor  entitled  to  compensation  may  in  the  economic  mind  be  sub- 
divided, and  the  economist  may  attempt  to  differentiate  between 
pure  interest,  compensation  for  risk,  the  reward  of  the  entrepre- 
neur, etc.,  but  in  the  public  mind  and  for  practical  purposes  these 
elements  are  combined  in  capital.  Moreover,  in  general,  once  an 
enterprise  is  launched  these  elements  are  vested  in  the  same  body 
of  individuals,  so  that  the  fact  that  the  isolation  of  the  elements 
is  not  possible  except  in  theory  does  not  cause  any  difficulty  in 
practice." 

There  may  be  difficulties,  as  Mr.  May  says,  in  interpreting  to  the 
public  mind  the  ^^differences  between  pure  interest,  compensation 
for  risk,  and  the  reward  for  the  entrepreneur."  Mr.  May  real- 
izes, of  course,  that  whenever  there  are  bondholders  of  a  corpora- 
tion the  capitalist  element  in  that  enterprise  is  not  wholly  ^'vested 
in  the  same  body"  as  the  management,  and  that  distinction  ap- 
plies more  or  less  when  there  are  p^ferred  stockholders.     It  is 

^Jounuil  of  Aeeountancy,  August,  1913,  p.  90. 
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surprising  to  read  that  if  no  interest  is  charged  on  capital,  it  is 
thereby  easier  to  establish  the  claim  of  capital  as  one  that  must 
first  be  satisfied  from  the  residuum  of  conducting  business. 

In  facty  a  writer  nqne  too  friendly  to  the  idea  of  interest  on 
investment,  namely,  Mr.  Greorge  Mahon,  makes  a  very  di£Perent 
interpretation  of  the  business  man's  interest  from  that  made  by 
Mr.  Dickinson  and  Mr.  May.  Mr.  Mahon's  view  is  apparently 
that  the  inclusion  of  interest  in  cost  tends  to  insure  to  the  capital- 
ist at  least  a  part  of  the  return  to  which  he  is  entitled,  provided 
of  course  that  there  is  something  to  divide.^ 

This  discussion  touches  on  the  issue  which  is  at  present  raised 
between  the  Labor  party  in  England  as  represented  by  Mr.  Ar- 
thur Henderson,  and  the  Women's  party  as  represented  by  Mrs. 
Pankhurst.  The  Labor  party  would  apparently  insist  on  labor 
having  a  large  share  of  all  that  accrued  in  the  way  of  earnings 
from  a  business  after  an  established  minimum  of  returns  has  been 
accorded  to  the  capitalist.  Mrs.  Pankhurst,  on  the  other  hand, 
says  that  the  able  managers  of  the  business  are  entitled  to  a 
large  return  for  their  management,  recognizing  that  at  present 
only  such  large  rewards  will  induce  the  skilled  accomplishment 
which  society  needs  from  these  experienced  managers,  in  order  to 
bring  the  total  production  of  the  community  to  its  highest  point. 

Whichever  view  is  taken  as  to  how  the  division  is  made,  it  seems 
a  fairly  safe  prediction  that  the  reasoning  and  sentiment  of  the 
community  will  rather  steadily  advance  towards  that  simplification 
of  the  terms,  and  better  understanding  of  the  argument  which  is 
accomplished  by  reckoning  interest  on  the  capital  as  an  undis- 
puted minimum  of  return,  and  therefore  limiting  the  debate  to 
the  profits,  if  any  accrue,  after  the  capital  return  has  been  pro- 
vided for. 

7  See  Journal  of  Accountancy,  October,  1916,  p.  355. 
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COST  FACTOR— DISCUSSION 

LiWM  H.  Haney. — 1.  Argument  hosed  on  oisumed  identity  between 
economic  and  busineee  coet*. — ^Mr.  Scovell's  first  argument  may  be 
stated  to  be  "the  argament  based  upon  an  assumed  identity  of  eco- 
nomic cost  and  business  cost."  The  two  concepts,  however,  are  very 
different,  and  cannot  be  made  the  same.  The  accountant  deals  with 
a  particular  business  concern.  He  takes  what  to  the  economist  is  a 
short-time  point  of  view.  He  is  concerned  with  the  financial  results 
of  the  particular  concern.  To  the  accountant  price  equals  cost  plus 
profit.  The  economist,  on  the  other  hand,  deals  with  a  whole  society; 
he  does  not  even  confine  his  attention  to  business,  let  alone  a  single 
business  concern.  He  is  concerned  with  long  periods  of  time.  Finan- 
cial results  only  interest  him  indirectly,  as  his  ultimate  interest  is  in 
wants  and  sacrifices.  In  economics  price  equals  cost, — even  profits 
is  regarded  as  a  share  in  distribution  which  the  entrepreneur  must 
have. 

Mr.  Scovell  says  that  if  the  management  provides  its  own  capital,  the 
"economic  cost  is  no  less  than  if  others  provided  it."  This  statement 
is  absolutely  true;  but  it  concerns  economic  cost  only.  The  question 
at  issue  is  accounting  cost.  The  sacrifices  of  saving  and  waiting  are 
present;  but  is  there  any  interest  or  investment  in  the  particular  case 
with  which  the  accountant  happens  to  be  dealing?  As  a  matter  of  fact, 
no  interest  at  all  may  be  earned.  .  If  there  is  any  interest  it  is  not  an 
expense  to  anyone,  but  is  income  to  the  owner. 

2.  Arguments  based  on  analogy  between  interest  and  other  shares  in 
distribution. — ^Mr.  Scovell,  in  his  paper,  states  that  there  is  a  "cost" 
(sic)  for  the  "use  or  service"  of  capital,  just  the  same  as  for  labor  or 
land.  But  the  capitalist  owner  does  not  pay  for  the  use  of  his  own 
capital,  while  he  does  incur  actual  expense  for  hired  labor  and  land; 
and  I  maintain  that  the  fact  that  there  is  actual  outgo  in  the  latter  case 
makes  a  difference  which  for  the  accountant  is  fundamental. 

Another  difference  lies  in  the  fact  that  if  he  did  not  pay  his  hired 
laborers  their  wages,  they  would  stop  the  works;  while  no  such  re- 
sult would  follow  if  his  accountant  should  not  enter  an  interest  charge 
on  the  books.  My  point  is  merely  that  these  things  constitute  a  dif- 
ference, and  controvert  the  argument  from  analogy. 

Especial  reference  is  made  to  the  analogy  betwen  interest  and  rent. 
On  this  point  I  do  not  concede  that  interest  and  rent  are  the  same. 
Land  is  different  from  capital ;  it  is  a  non-fungible  element  which  is  not 


42  American  Economic  Association 

fused  in  the  plant  and  equipment  account  as  is  capital^  bat  remains 
separate  and  liable  for  specific  ddiveiy.  This  fact  finds  expression 
in  the  further  fact  that  the  rent  contract  calls  for  an  actual  outgo 
that  is  entirely  independent  of  the  net  earnings  of  the  business^  which 
is  not  true  in  the  case  of  interest  The  case  of  a  tenant  farmer  is  re- 
ferred to;  and  it  is  inferred  that^  because  he  pays  rent^  which  is  to 
him  a  cost^  therefore  interest  is  a  cost  Now  in  the  first  place^ 
it  is  to  be  noted  that  rent  is  not  a  cost  in  economics^  and  that  the  an- 
alogy between  economic  cost  and  accounting  cost  falls  to  the  ground 
in  this  regard.  But  the  point  I  would  make  is  that  the  rent  is  actually 
paid  outj  by  the  tenant^  and  must  be  paid  before  the  net  earnings  of 
the  business  can  be  known.  Furthermore^  the  difference  between  money 
rent  and  share  rent  illustrates  my  point.  If  money  rent  is  referred  to^ 
the  rent  payment  presumably  represents  outgo  to  a  completely  separate 
owner^  who  stands  in  a  sense  opposed  to  the  farm  business ;  and  accord- 
ingly the  rent  is  cost  to  the  business.  If^  howeyerj  share  rent  is  re- 
ferred tOj  the  amount  of  the  rent  depends  in  part>  at  least,  upon  the 
net  earnings  of  the  business.  Therefore,  the  farm  owner  is  not  entirely 
separate  from  the  business  of  the  tenant,  and  rent  and  profit  can  not  be 
separated. 

Mr.  Scovell  states  that  if  a  tenant  buys  his  farm  and  becomes  an 
owner,  the  costs  of  production  remain  unchanged;  but  here  I 
would  point  out  that  he  is  again  shifting  from  accounting  cost  to 
economic  cost.  It  is  economic  rent  which  remains  the  same,  and  would 
remain  the  same  even  if  the  first  owner  had  given  the  tenant  the  use 
of  the  farm  rent  free.  Furthermore,  please  note  that  rent  as  an  outgo 
from  the  business  does  cease  when  the  owner  and  the  former  become 
the  same  person.  It  may  be  asked,  "Does  it  cost  the  owner  any  less 
than  the  tenant  to  produce  the  same  crop?"  Other  things  being  equal, 
the  owner  does  pay  out  less.  He  has  smaller  outgo  to  account  for  on 
his  books,  and  does  this  not  mean  a  lower  "accounting  cost"?  The 
economic  cost,  however,  is  actually  greater,  by  the  amount  of  the  sac- 
rifices involved  in  saving  the  capital  invested  in  the  farm.  In  fact,  under 
competition,  the  economic  cost  of  the  capital  invested  in  the  farm  just 
balances  the  capitalized  rent  which  the  tenant  formerly  paid.  The 
income  of  the  owner  is  greater  than  that  of  the  tenant.  This  may  be 
explained  in  either  of  two  ways:  (1)  the  owner's  greater  income  is  a 
reward  to  cover  the  costs  involved  in  the  investment;  or  (£)  it  may  be 
said  that  his  income  is  greater  because  as  owner  he  does  not  have  to 
pay  the  rent  which  was  an  outgo  cost  to  his  as  tenant.  The  two  ways 
of  looking  at  the  matter  are  reciprocal. 
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Let  us  exaxnine  the  method  which  Mr.  Scovell  recommends  for  making 
interest  on  investment"  look  plausible  on  the  books  as  cost.     It  is 
proposed  to  take  the  following  steps : 

1.  Take  the  value  of  assets  as  the  basis. 

2.  Calculate  interest  thereon  at  some  rate  not  stated. 

8.  Devise  charges  for  interest  which  will  spread  this  estimated  inter- 
est on  investment  over  the  various  parts  of  the  investment^  making 
"charges"  for  rent^  equipment,  inventories^  etc. 

4.  Offset  these  charges  by  setting  up  an  account  called  "Interest 
Charged  to  Cost"  (but  which  is  really  "Accrued  Interest  estimated  to  be 
earned  in  the  Business")^  to  which  account  the  charges  are  credited. 

5.  Close  this  interest  account  into  Profit  and  Loss^  the  amount  being 
available  for  dividends  "if  not  offset  by  losses." 

To  me  this  scheme  looks  like  a  subterfuge.  The  end  is  clearly  to  get 
some  interest  into  the  Profit  and  Loss  account  where  it  will  be  avail- 
able for  dividends.  Are  dividends,  then,  interest.^  It  would  result  in 
making  some  interest  seem  to  be  earned  by  merely  crediting  income  with 
an  estimated  amount  and  justifying  that  amount  by  charging  it  to  cost. 

In  reality^  a  part  of  the  time  called  interest  is  profits. 

But  little  is  said  in  the  paper  under  discussion  of  the  analogy  between 
interest  and  profits.  Did  time  permit,  I  would  point  that  in  economic 
analysis  price  must  cover  profits,  while  in  accounting  profits  de- 
pends upon  price.  I  will  merely  state,  however,  that  much  of  the 
argument  advanced  for  including  interest  in  cost  would  apply  to  profits. 
It  may  equally  well  be  stated  that  profits  is  "cost"  for  the  use  or  ser- 
vice of  the  business  enterpriser;  or  that  profits  have  to  be  received  if 
the  business  is  to  be  "worth  while." 

I  conclude  that  interest  on  investment  and  profits  are  inseparable  in 
accounting.  In  economic  theory  the  two  are  separate.  But  as  long  as 
capitalist-owner  and  entrepreneur  functions  are  so  intertwined  as  they 
are  in  the  business  world,  the  returns  to  the  two  can  not  be  divided  as 
items  of  expense.  In  fact,  bond  interest  is  partly  profits,  and  dividends 
are  partly  interest.  The  net  earnings  of  the  owner-entrepreneur  are  a 
mixture  of  interest  on  investment  and  profits  on  enterprise. 

5.  Argument  hosed  on  ''opportunity  cost/' — ^Mr.  Scovell  states  that 
"if  the  net  profit  resulting  from  trading  does  not  exceed  the  amount 
which  the  capital  might  earn  invested  in  standard  bonds,  yielding 
ordinary  rates  of  interest,  then  from  an  investment  point  of  view,  the 
business  is  not  worth  while."  Note  the  "opportunity  cost"  idea  which 
is  here  presented.  The  argument  is  that  interest  is  cost,  because  the 
capitalist-owner  might  have  got  interest  if  he  had  invested  his  capital 
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in  some  other  business.  The  poet  says  that  the  saddest  words  are:  "It 
might  have  been."  And  accordingly  I  would  dub  this  concept  of  cost 
the  "sad  words  cost."  It  is  only  necessary  to  call  attention  to  the  fact 
that  the  accountant  is  concerned^  not  with  what  might  have  been^  bat 
with  what'is.  If  the  business^  whose  life  history  is  recorded,  is  a  failure, 
and  does  not  even  earn  interest,  no  amount  of  modem  cost  accountijag 
work  can  change  the  situation.  Interest  has  not  been  earned ;  has  not 
been  paid;  and  cannot  be  paid.  If  every  business  man  were  to  enter 
on  his  books  as  costs  the  sums  which  he  might  have  made^  we  would 
have  an  impossible  situation. 

4.  Argument  hosed  on  general  productivity  of  capital. — Mr.  Scovell 
confuses  capital  in  general  with  the  particular  capital  invested  in  a  par- 
ticular business.  It  is  true  that  the  economic  factor,  capital,  must  and 
does  receive  interest.  It  does  not  follow,  however,  that  the  capital  in- 
vested in  every  business  must  or  does  receive  interest. 

The  fundamental  error  in  Mr.  Scovell's  paper  is  his  assumption  of 
some  rate  of  interest  which  all  capital  ought  to  have  and  which  ought 
to  be  allowed  for  the  "use"  of  any  and  all  capital.  The  rate  of  interest 
is  something  which  is  not  to  be  taken  for  granted;  and  interest  is  not 
earned  by  all  capital  goods.  The  interest  rate  has  to  be  determined  by 
demand  and  supply  forces ;  and  what  rate  will  apply  to  any  particular 
business  can  only  be  known  after  interest  has  been  earned.  The  as- 
sumption that  capital  in  a  given  business  might  have  earned  8  per  cent, 
or  any  other  per  cent,  in  some  other  use,  is  gratuitous.  Indeed,  if  all 
capital  were  to  seek  investment,  even  in  government  bonds,  it  would  go 
begging. 

5,  Arguments  based  on  policy. — ^A  chief  point  made  in  the  paper  is 
that  it  is  desirable  to  include  interest  in  cost  as  a  matter  of  business 
policy.  This  point,  of  course,  might  be  dismissed  with  the  statement  that 
we  are  not  concerned  with  policy,  but  with  fundamental  principles 
and  truth. 

This  matter  of  business  policy  raises  the  question  in  my  mind  as  to 
what  the  motive  is  for  the  movement  towards  including  interest  in 
cost.  Doubtless  the  motive  is  in  part  to  educate  irresponsible  busi- 
ness men,  the  idea  being  to  prevent  unreasonable  price  cutting  and  to 
establish  a  wise  selling  policy.  As  Mr.  Scovell  says,  the  inclusion  of 
interest  on  investment  in  cost  is  an  important  factor  in  determining  the 
manufacturing  and  selling  policy.  This  motive  may  be  commendable 
and  socially  unobjectionable.  It  is  to  be  noted,  however,  that  this  bf 
no  means  constitutes  an  argument  for  putting  interest  into  cost.  To 
obtain  the  end  desired,  it  is  only  necessary  that  some  estimate  of  in- 
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terest  be  made  and  that  the  business  man  make  bargains  with  some  re- 
gard to  that  estimate.  At  the  end  of  the  fiscal  period^  the  net  earnings 
will  show  what  interest  and  profits  have  been  earned. 

Againj  it  may  be  desired  to  figure  in  advance  what  prices  will  have 
to  be  secured  in  order  to  warrant  the  use  of  certain  estimates  for 
comparative  purposes^  and  some  good  may  come  therefrom,  although 
I  am  inclined  to  think  that  the  results  would  tend  to  mislead,  rather 
than  give  correct  information,  and  certainly  might  do  so. 

Or  the  aspiration  may  be  to  square  the  circle  and  to  harmonise 
economics  and  accounting.  This,  however,  is  impossible.  There  need 
be  no  conflict  or  inconsistency  between  the  two  any  more  than  there  is 
between  the  society  and  individuals.  But  the  two  are  by  nature  dif- 
ferent. And  economic  cost  and  accounting  cost  cannot  be  made 
identical. 

Other  motives  exist,  however,  which  are  more  sinister.  During  the 
last  few  years,  there  has  been  a  general  tendency  in  the  business 
world  to  eliminate  competition  in  price.  We  have  had  an  organised 
propaganda  for  the  maintenance  of  resale  prices  on  manufactured  ar- 
ticles; we  have  had  a  movement  to  allow  the  value  of  raw  materials 
from  property  owned  by  the  producer  to  go  into  cost,  by  charging  de- 
pletion and  depreciation,  not  on  a  cost  basis,  but  on  a  value  basis.  We 
find  many  accountants  standing  for  the  value  of  the  investment,  as  a 
basis  for  price  fixing,  etc.  And  Mr.  Scovell,  I  judge  from  his  paper, 
would  stand  with  such  accountants.  Also  the  portentous  growth  of 
associations  in  all  industries  is  a  well-known  phenomenon;  and  these 
associations  generally  center  in  the  idea  of  what  is  called  "uniform 
systems  of  cost  accounting,"  a  phrase  which  may  mean  systems  of 
uniform  costs.  Now  comes  an  effort  to  put  a  fixed  return  on  investment 
into  cost.    Where  will  it  all  end? 

Are  we  to  reach  some  advanced  economic  stage  in  which  the  "indus- 
trial engineers'  "  art  will  enable  the  tired  business  man  to  sell  "at 
cost"  and  still  receive  a  return  on  his  investment? 

6.  Qtyoemment  authority^ — ^With  regard  to  Mr.  Scovell's  reference 
to  the  Federal  Trade  Commission,  I  can  only  say  that  the  quotations 
presented  merely  indicate  that  to  a  limited  extent,  for  comparative 
purposes,  the  Commission  indicated  that  interest  and  rent  might  be 
"considered."    The  pamphlet  quoted  does  not  state  that  interest  is  cost 

I  would  further  call  attention  to  the  fact  that  in  all  its  numerous 
reports  made  to  the  Price-Fixing  Committee,  the  Commission  has  ex- 
cluded interest  from  cost.  I  cannot  but  feel  that  Mr.  Scovell  has  gone 
too  far  in  citing  the  Federal  Trade  Commission  as  a  sponsor  for  the 
idea  which  he  is  defending. 
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Summary. — The  gist  of  my  remarks  may  be  summed  ap  as  follows: 
It  is  fundamental  to  recognize  the  impossibility  of  wi*lci«g  the  aceonnts 
for  a  particular  business  square  with  the  distribution  of  the  social 
dividend.  In  a  wordj  social  economics  differs  fundamentally  from  pri- 
vate business. 

With  this  general  background^  my  reasoning  is  as  follows:  Interest 
may  in  a  sense  be  called  cost  by  the  business  man;  but  in  any  case  it 
is  very  different  from  outgo  cost  for  wages^  material^  depreciation, 
and  the  like.  The  question  is  therefore  one  of  wise  definition,  my  con- 
clusion being  that  it  would  be  unwise  so  to  define  cost  as  to  include 
interest. 

1.  Interest  is  not  cost  in  the  economic  sense. 

2.  Interest  may  be  cost  in  the  private  acquisitive  sense  and  might 
be  treated  as  cost  by  an  accountant.  But  if  "interest  on  investment" 
is  so  treated  it  would  be  but  a  hypothetical  book  entry  which  would 
be  liable  to  abuse.  There  is  no  general  assumption  to  be  made  that 
interest  will  be  earned  in  all  cases.  It  may  not  be  earned  at  aU;  it 
may  be  earned  on  a  part  of  the  investment;  or  a  very  low  rate  only 
may  be  earned  on  the  entire  investment.  In  any  case  it  is  practically 
impossible  to  separate  interest  and  profits. 

8.  To  be  used  in  real  accounting  costs,  therefore,  interest  must 
represent  actual  outgo. 

4.  The  outgo  must  be  real;  that  is,  it  must  represent  payment  to 
parties  not  connected  with  the  business  and  must  be  independent  of  the 
net  earnings.  If  interest  is  actually  paid,  and  is  paid  for  the  use  of 
capital,  the  owner  of  which  is  absolutely  dissociated  from  the  busi- 
ness— ^that  is,  if  he  is  a  mere  capitalist — ^then  that  interest  payment 
may  be  regarded  as  true  cost. 

No  objection  is  to  be  made  to  the  estimation  of  interest  for  com- 
parative purposes;  but  such  estimate  should  be  recognized  as  being 
hypothetical  and  not  outgo  cost,  and  as  having  no  significance  as  de- 
termining competitive  prices. 


EFFECT  OF  GOVERNMENT  CONTROL  ON  MARKETING 

METHODS  AND  COSTS* 
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Before  modifications  were  made  or  attempted  two  views  were 
prevalent  concerning  the  marketing  situation.  The  first  was  the 
view  held  widely  by  the  people  who  are  dominated  largely  by  the 
instincts  of  the  reformer,  the  people  who  want  something  done, 
but  who  may  not  know  just  what.  This  class  of  people  have 
strong  convictions  that  the  marketing  system  is  hardly  a  system 
at  all;  that  it  is,  to  speak  mildly,  chaotic.  Many  who  used  less 
moderate  language  characterized  it  as  robbery,  organized  and 
unorganized.  Middlemen  were  wicked,  producers  and  consumers 
were  a  set  of  dupes,  victimized  by  anyone  and  everyone  who 
bought  from  or  sold  to  them.  The  only  hope  for  improvement 
was  in  revolutionary  methods  whereby  the  machinery  of  trade 
should  be  taken  out  of  the  hands  of  those  engaged  in  it  and  con- 
trolled by  those  whose  interests,  either  as  producers  or  consumers, 
are  involved* 

The  second  view  was  held  by  the  laissez-faire  thinkers  who  be- 
lieve that  while  the  market  may  be  somewhat  chaotic,  the  reform- 
ers are  quixotic,  and  thus  the  least  done,  the  soonest  mended. 
This  laissez-faire  class  is  impossible  of  designation,  being  foimd 
in  all  walks  of  life,  and  in  every  avenue  of  industry.  It  is  safe 
to  say,  however,  that  those  most  likely  to  be  disturbed  by  the  re- 
formers are,  as  a  group,  most  favorably  disposed  toward  the  con- 
soling doctrines  of  laissez  faire.  They  are  convinced  that  there 
is  an  adequate  business  reason  for  the  apparent  waste  in.shipping 
wheat  from  Kansas  to  Minneapolis,  and  from  Minnesota  to  Kansas 
City  at  the  same  moment.  They  are  confident  that  the  packing 
interests  would  not  have  been  so  concentrated  had  it  not  been  for 
the  economic  good  of  the  country  as  a  whole.  They  justify  the 
Standard  Oil  Company  on  the  ground  of  efficiency,  and  the  waste- 
ful method  of  delivering  groceries  on  the  ground  of  catering  to  the 
wants  of  fastidious  customers  who  must  get  their  money's  worth, 
or,  forsooth,  they  would  do  their  trading  in  some  other  manner. 

iThis  paper  is  in  the  nature  of  a  preliminary  sketch  of  work  which  is  being 
done  by  the  Committee  on  Markets,  of  which  Prof.  L.  D.  H.  Wdd  is  Chair- 
man. It  is  planned  to  publish  the  completed  reports  as  soon  as  they  can  be 
prepared. 
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As  usual  the  truth  is  to  be  found  somewhere  between  these  two 
extremes.  Thus  the  scientific  investigator  is  sure  in  his  findings 
to  lack  the  fire  and  heat  of  the  reformer,  and  yet  to  incur  the 
displeasures  and  contempt  of  those  who  are  convinced  that  market- 
ing men  are  wholly  competent  to  cope  with  marketing  questions 
and  that  any  interference  from  the  outside  means  so  much  need- 
less friction  and  expense. 

With  the  entrance  into  the  war  in  IQIT,  the  federal  government 
undertook,  through  the  Food  Administration  and  the  Bureau  of 
Markets  to  meet  the  exigencies  of  the  case.  The  efforts  in  regard 
to  marketing  took  one  or  more  of  three  forms:  (1)  control  over 
the  goods  to  be  marketed,  (S)  control  over,  or  influence  upon, 
prices  and  profits,  (3)  control  over  the  processes  of  the  market 
These  controls  were  made  possible  through  a  series  of  licenses 
imposed  upon  the  agencies  of  commerce.  The  notable  instances 
involving  more  or  less  of  each  of  these  principles  are  the  control 
of  wheat,  flour,  sugar,  coal,  wool,  and  in  a  much  modified  sense 
the  control  over  meat  and  dairy  products. 

Control  Over  The  Goods 

The  control  over  goods  was  made  possible  through  the  creation 
of  a  government  grain  corporation  in  the  case  of  wheat;  a  pur- 
chasing agency  for  meat,  and  meat  products;  sugar  was  con- 
trolled by  a  national  sugar  conunittee  which  cooperated  with  an 
international  sugar  committee;  regional  milk  conunissions  with 
virtual  price-making  power  were  appointed.  All  of  these  agencies 
were  under  the  authority  of  the  Federal  Food  Administration. 
Through  the  same  channel  the  wholesale  trade,  and  the  retail 
businesses  reaching  $100,000  in  annual  transactions,  were  sub- 
ject to  a  system  of  licensing.  The  Fuel  Administration  was  sepa- 
rate from  the  Food  Administration,  but  quite  similar  in  its  work- 
ings.   Coal  prices  were  set,  and  the  distribution  of  coal  controlled. 

Actual,  and  well-nigh  complete,  control  was  exercised  with  re- 
spect to  wheat,  flour,  sugar,  coal,  and  wool.  Control  was  possible 
in  these  cases  while  it  was  hardly  so  in  others.  For  example^ 
wheat  could  be  controlled  through  exportation  and  milling  pri- 
marily. The  sale  of  flour  depended  on  the  cooperation  of  the 
retail  trade  and  the  consumers  to  a  great  extent,  yet  the  machin- 
ery was  eventually  well  perfected  for  requiring  the  sale  of  sub- 
stitutes in  equal  quantities  with  wheat  flour.  Control  of  meat  and 
meat  products  so  far  as  export  trade  was  concerned  was  com- 
plete.    The  control  of  the  domestic  use  of  meat  was  far  from 
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complete*  In  fact  it  was  all  but  impossible  to  control  the  con- 
sumption of  meat  due  to  the  wide  distribution  of  meat  animals 
over  the  country. 

The  sugar  control  was  relatively  easy  of  administration  on  ac- 
count of  the  method  by  which  it  is  brought  on  the  market.  A  large 
part  of  the  supply  is  imported  and  hence  is  centered  in  a  few 
hands,  while  that  which  is  made  in  this  coimtry  goes  through  a 
relatively  small  number  of  factories.  Thus  the  government  could 
begin  at  the  source  and  keep  the  sugar  in  hand  till  it  reached  the 
retailer,  and  in  case  the  retailer  failed  to  live  up  to  the  require- 
ments further  supply  could  be  withheld  from  him. 

One  of  the  best  instances  of  control  is  that  of  coal.  Coal  is  a 
prime  necessity.  It  is  produced  in  relatively  few  places,  all  of 
which  are  known.  Very  little  of  it  can  be  used  without  shipment. 
Having  control  over  the  railroads,  it  was  but  another  step  to 
control  the  shipment  of  the  coal.  In  this  manner  it  was  possible 
to  send  coal  where  it  was  needed,  and  after  the  price  was  fixed 
the  distribution  on  the  basis  of  needs  was  not  difficult.  The  real 
difficulty  was  in  getting  the  coal  mined  and  hauled. 

The  wool  control  was  not  put  into  effect  until  the  spring  of 
1918,  but  it  proved  feasible.  Wool  cannot  be  used  to  any  great 
extent  locally  without  a  milling  process.  It  all  comes  to  the 
market,  and  the  government  takes  charge  of  the  entire  marketing 
machinery.  The  government  thus  gained  control  of  the  whole 
wool  clip  of  the  year.  By  so  doing  two  things  were  accomplished : 
(1)  the  government  could  direct  the  manufacture  of  the  wool  for 
military  purposes;  (2)  the  price  was  set.  It  is  not  so  clear  how 
the  government  is  going  to  dispose  of  wool  which  now  it  does 
not  want. 

It  was  the  belief  of  the  Food  Administration  that  the  exigencies 
of  the  case  were  such  that  goods  must  be  sent  to  people  who 
needed  them  rather  than  to  those  who  were  most  ready  to  pay 
for  them.  This  is  a  species  of  rationing.  It  would  be  extremely 
difficult  to  determine  that  a  given  amount  of  any  commodity, 
based  on  previous  sales,  should  be  sent  to  each  local  market  with- 
out first  knowing  that  it  would  be  in  demand.  Coupled  with  the 
effort  to  get  goods  to  the  points  where  they  were  most  needed  there 
has  been  another  effort  to  consider  the  problem  of  the  cost  of 
transportation.  Coal  has  been  handled  in  zones,  wheat  in  zones, 
and  in  one  or  two  notable  instances  state  councils  of  defense  have 
put  on  campaigns  to  induce  people  to  use  home-grown  products 
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of  all  kinds  to  save  needless  hauling.  We  have  learned  that  free 
competition  is  not  sparing  of  effort  in  meeting  trade  demands,  and 
in  some  instances  the  methods  are  not  in  accordance  with  social 
economy,  at  least  of  economy  of  a  very  literal  sort.  The  demand 
for  the  above-named  articles  is,  however,  so  inelastic  that  there 
was  no  question  as  to  willingness  of  the  people  to  take  than. 
There  were  not  many  Hotspurs  to  ^^cavil  at  the  ninth  part  of  a 
hair."  The  policy  of  complete  control  could  not  have  been  ap- 
plied to  a  great  many  things.  For  instance,  not  to  potatoes, 
over  which  there  was  much  controversy;  not  to  milk,  on  which 
we  have  such  detailed  history.  It  could  be  applied  only  to  bare 
necessities,  and  only  these  did  the  Food  Administration  under- 
take to  subject  to  such  drastic  measures.  Until  some  painstaking 
research  is  made  to  disprove  the  thesis,  it  will  be  very  generally 
believed  that  under  the  stress  of  war  the  socialization  of  the 
markets  to  this  extent  was  a  success. 

Control  Over  Prices  and  Profite 

The  whole  effort  of  the  government  during  the  past  eighteen 
months,  with  respect  to  markets,  has  been  to  establish  fair  prices 
at  a  time  when  the  forces  of  competition  were  disorganized  and 
not  in  shape  to  give  to  society  the  benefits  of  their  influence.  But, 
despite  this  effort,  competitive  forces  were  in  such  a  plight  as  to 
give  great  rewards  to  some  at  the  expense  of  others,  and  at  the  same 
time  to  hinder  the  working  of  all  forces  in  the  prosecution  of  the 
war.  However,  the  policy  of  the  government  with  respect  to  price 
regulation  and  to  other  plans  and  processes  of  economic  life  was 
not  constructive.  On  the  other  hand  it  made  a  Herculean  effort 
to  meet  an  emergency,  which  was  more  like  the  frantic  struggles  of 
saUors  to  stop  a  leak  while  at  sea  than  the  deliberate  program  of 
remodelling  at  leisure  a  damaged  craft  in  dry  dock. 

Wars  create  an  abnormal  demand  for  certain  goods.  The 
World  War  was  no  exception.  At  the  same  time  production  was 
greatly  reduced.  That  the  prices  of  most  necessities  were  des- 
tined to  rise  greatly  was  very  generally  recognized.  The  gov- 
ernment planned  at  once  to  assume  large  authority  in  the  matter. 
The  Food  Administration  Act  gave  the  President  power  especially 
to  fix  the  prices  of  coal,  coke,  and  wheat.  At  the  same  time  he 
was  empowered  to  fix  the  margins  of  middlemen  on  any  commodi- 
ties which  might  be  termed  necessaries.  This  latter  power  was 
granted  apparently  with  a  view  to  the  control  of  prices  of  com- 
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modities  after  they  left  the  producers'  hands  rather  than  to  setting 
prices  at  which  goods  should  be  produced  or  sold.  The  feeling 
was  strong  against  the  boosting  of  prices  along  the  way  from  the 
producer  to  the  consumer.  Special  committees  were  promptly  set 
at  work  to  determine  the  prices  of  wheat  and  coal.  Later  special 
commissions  worked  at  other  price  fixing,  prominent  among  which 
were  the  milk  commissions,  and  the  committee  on  hog  prices. 

One  of  the  most  noticeable  phases  of  the  whole  episode  of  price 
fixing  was  the  almost  naive  dependence  on  the  cost-of-production 
theory  of  value  on  the  part  of  those  charged  with  the  duty  of 
naming  the  figures  at  which  goods  should  sell.  '^How  much  did 
they  cost?"  was  all  but  invariably  the  primary  question  asked. 
In  the  case  of  certain  middleman  margins  in  which  the  government 
has  concerned  itself  the  cost  was  as  a  rule  ascertainable,  and, 
moreover,  fundamental.  In  the  case  of  the  production  of  coal, 
milk,  wheat,  and  live  stock,  it  was  not  ascertainable;  and,  were 
it  for  a  given  time  to  be  known  just  what  costs  were  incurred,  for 
example,  in  the  production  of  each  quart  of  milk  sold  on  the  Chi- 
cago market,  it  is  by  no  means  clear  what  the  price  would,  or 
should,  be.  It  is  reported  that  in  the  case  of  coal  the  attempt  to 
give  some  of  the  small  producers  a  living  price  resulted  in  allow- 
ing handsome  profits  to  larger  producers.  This  was  true  also  of 
millers ;  the  able  business  men  in  that  work  made  more  money  than 
ever  before.  From  the  standpoint  of  a  student  of  theories  of 
value,  nothing  could  have  been  staged  that  would  have  borne  out 
the  views  of  modem  economists  more  acceptably  than  the  abortive 
attempts  to  base  prices  on  cost  of  production,  such  as  have  been 
made  during  the  past  eighteen  months.  At  the  same  time  it  so 
happens  that  the  prices  which  have  best  stood  the  test  of  trial  in 
practice  are  those  which,  due  to  lack  of  time  and  facilities  for 
making  the  necessary  inquiries,  were  in  no  sense  based  on  cost  of 
production;  as  the  price  of  wheat,  which  remains  practically  un- 
changed for  three  years,  and  the  price  of  coal,  which  has  been 
several  times  readjusted  in  order  to  bring  out  the  required  supply. 

The  control  over  profits  has  taken  several  forms.  In  the  case 
of  price-controlled  commodities,  the  government  has  allowed  cer- 
tain prescribed  percentages  as  a  maximum  profit,  but,  contrary 
to  popular  opinion,  has  not  guaranteed  them.  The  manufactur- 
ers of  condensed  milk  were  allowed  to  make  a  10  per  cent  profit, 
but  at  times  they  actually  sufFered  losses.  So  also  with  butter 
and  cheese  dealers.  The  big  packers  were  limited  to  9  per  cent 
on  meat  handled. 
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Buying  and  selling  within  the  trade  was  in  many  instances 
stricted  to  one  such  transaction,  unless  it  could  be  shown  that  the 
purpose  was  moving  the  goods,  not  mere  profit.  The  margins  to 
be  charged  by  wholesalers  and  retailers  were  suggested  in  some 
cases,  prescribed  in  others.  One  of  the  main  purposes  of  the 
Food  Administration  was  to  bring  the  whole  influence  and  strength 
of  the  government  to  bear  on  prices  in  such  a  manner  as  to  allow 
for  expansion  demanded  by  price  inflation  due  to  natural  causes, 
and  to  prevent  price  increases  which  meant  individual  gain  to 
some  and  corresponding  loss  to  others.  Speculation  is  the  word 
which  covers  a  large  part  of  this  field. 

The  buccaneers  of  trade  were  to  be  kept  from  speculating  on  the 
necessaries  of  life  and  war.  To  this  end  futures  were  forbidden  m 
some  instances,  and  limited  in  others.  As  Mr.  Hoover  stated  it: 
^^The  purpose  of  the  Food  Administration  is  to  regulate  profits  to 
a  pre-war  normal  basis  in  order  that  no  greater  tax  shall  be  placed 
upon  the  consumer  by  virtue  of  the  high  prices  than  bears  a 
proper  relation  to  producers'  receipts."  Speculating  was  dis- 
couraged in  all  instances,  prevented  in  some.  Hoarding,  a  kind 
of  speculation,  was  prohibited,  and  where  discovered  was  punished. 

Among  the  best  instances  of  price  control  are  those  respecting 
sugar,  coal,  and  flour.  In  all  reason,  we  should  have  been  pay* 
ing  two,  three,  or  four  times  as  much  for  sugar  during  the  past 
year  and  a  half  had  it  been  left  to  the  mercy  of  speculators  and 
profiteers.  Coal  would  have  reached  unheard-of  prices,  at  least 
not  heard  of  in  America,  had  a  free  reign  been  given  the  trade. 
Wheat  prices  jumped  to  about  $8.50  a  bushel  under  the  combined 
influence  of  excited  foreign  buyers  and  enthusiastic  domestic 
speculators  in  May,  1917.  The  government  price  on  wheat  was 
$S.SO  and  proved  adequate.  Correspondingly,  the  price  of  flour 
fell  from  $17  a  barrel  to  $11.  That  this  was  a  beneficial  act  to 
the  country  at  large  cannot  be  doubted.  That  flour  would  have 
remained  at  the  high  point  of  1917,  or  gone  still  higher,  is  the 
belief  of  many  good  judges. 

The  control  over  hog  prices  has  not  followed  an  even  or  satis- 
factory course,  yet  the  farmers  were  induced  to  raise  the  hogs; 
the  government  has  used  its  power  to  hold  prices  up,  and  to  keep 
them  steady ;  the  price  of  pork  has  not  gone  out  of  reach. 

We  were  just  getting  a  real  start  in  price  making  when  the 
occasion  for  it  seems  to  be  disappearing. 
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Control  Over  the  Processes  of  the  Market 

The  control  over  the  processes  of  the  market  have  of  necessity 
been  indicated  to  some  extent  in  the  above  discussion.  In  general 
it  may  be  said  that  it  was  not  the  purpose  of  the  government  to 
reform  the  marketing  methods.  It  was  not  a  time  to  try  many 
experiments  such  as  were  likely  to  call  out  widespread  opposition. 
There  was  no  ^^Eliminate  the  middleman"  campaign.  On  the  other 
hand,  there  were,  more  or  less  under  public  or  semi-public  influ- 
ence, a  great  number  of  municipal  markets  established;  a  con- 
siderable number  of  cooperative  delivery  systems  inaugurated;  a 
widespread  resort  to  the  ^^cash  and  carry"  method  of  selling 
goods;  and,  more  incidentally  than  intentionally,  a  few  middle- 
men left  with  no  goods  to  handle,  while  in  other  cases  the  middle- 
men have  increased  in  number. 

The  municipal  markets  which  seem  to  be  on  a  permanent  basis, 
started  during  the  war,  are  certainly  few,  though  there  are  oc- 
casional instances  of  such.  The  limits  of  the  mimicipal  market 
appear  to  be  rather  closely  circumscribed.  At  one  time  the  pro- 
ducers do  not  find  it  worth  while;  at  another  time  the  consumers 
get  tired  of  going  for  produce.  In  many  parts  of  the  country  the 
operation  of  a  municipal  market  is  limited  by  the  climate.  Alto- 
gether it  does  not  seem  that  such  markets  have  made  revolutionary 
gains  under  the  war  conditions,  yet  they  have  made  some  gains  in 
favor. 

Cooperative  delivery  systems  are  reported  from  many  states, 
but  not  in  great  numbers.  They  are  logical  and  economical,  but 
the  present  crisis  has  failed  to  develop  them  generally. 

The  '^cash  and  carry"  plan  of  getting  groceries  and  meat  has, 
at  least  for  the  time,  made  remarkable  headway.  The  "cash"  por- 
tion of  the  plan  has  little  against  it,  and  much  in  favor.  Not  so 
much  can  be  said  for  the  "carry."  It  is  a  resort  to  a  self-suffic- 
ing economy.  While  a  housewife  may  pride  herself  on  saving  a 
dollar  or  two  a  week  by  going  after  household  supplies,  it  is 
likely  that  the  debit  side  of  the  account,  in  the  nature  of  lost  time, 
car  fare,  and  weariness,  more  than  offset  the  credit.  The  chain 
store  seems  to  be  gaining  ground,  and  with  that  "cash  and  carry" 
becomes  tolerable. 

The  middlemen  are  with  us  in  about  the  usual  numbers.  Coal 
jobbers  are  much  more  numerous,  due  to  the  regulations  under 
which  it  becomes  profitable  to  take  out  a  license.  On  the  con- 
trary, the  wool  brokers  have  had  little  or  nothing  to  do,  the  gov- 
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eminent  management  being  such  as  to  make  it  possible  to  do  busi- 
ness without  them.  But  on  the  whole  the  middlemen  are  doing  as 
much  as  ever  of  the  work  and  for  the  most  part  they  are,  so  far 
as  is  known,  getting  as  good  pay  as  ever.  In  some  lines  of  work, 
probably  in  nearly  all,  the  costs  of  doing  business  have  risen  and 
the  charges  have  correspondingly  increased.  In  the  grain  ele- 
vator  business  it  was  believed  in  the  early  months  of  regulation 
that  the  stability  of  prices  would  result  in  narrowing  the  margins 
of  the  local  buyer.  On  the  contrary,  the  local  buyer  has  found 
the  hazards  fully  as  great  as  usual,  and  has  widened  his  margins. 

Under  control  of  marketing  processes,  mention  must  be  made 
of  standardization  and  grading,  work  which  was  in  progress  be- 
fore the  present  emergency.  This  is  mainly  in  the  hands  of  the 
Bureau  of  Markets,  and  it  has  been  greatly  expanded  during  the 
past  few  years.  Regulations  concerning  perishables  have  been 
put  into  practice.  For  example,  complaints  are  often  made  con- 
cerning the  condition  of  goods  consigned.  The  Bureau  of  Mar- 
kets will  look  into  the  matter  on  request.  Again  there  is  com- 
plaint that  food  stuff  is  destroyed  in  order  to  raise  the  price  of  the 
remaining  amount.  Under  the  law  at  present  this  is  a  punishable 
offense. 

That  much  education  of  a  valuable  nature  has  resulted  from  the 
market  regulations  of  the  past  few  months  is  beyond  doubt.  We 
have  learned  why,  under  present  arrangements,  it  is  necessary  for 
the  milk  distributor  to  receive  nearly  as  much  of  the  retail  price 
of  milk  as  does  the  farmer.  The  facts  have  been  brought  to  light. 
It  is  evident  that  competition  cannot  eliminate  the  enormous  dupli- 
cation and  waste  involved.  The  public  has  at  least  gone  far 
enough  to  discuss  the  possibility  of  a  more  economical  system. 
But  curiously  enough,  or  perhaps  it  would  be  better  to  say, 
naturally  enough,  after  all  the  contention  over  milk  prices,  about 
the  same  percentage  of  the  final  price  goes  to  each  of  the  con- 
tending parties.  It  is  not  greatly  unlike  this  in  other  lines.  There 
has  been  a  readjustment  to  a  higher  level.  The  governmental 
eflFort  has  resulted  in  greater  stability  than  would  otherwise  have 
obtained  during  the  transition,  but  the  relation  of  buyer  and  seller 
is  for  the  most  part  about  what  it  was  before.  The  great  excep- 
tions to  this  have  been  noted  above. 

Secondary  Effects 

The  story  of  the  effects  of  the  government  price  control  has 
not  been  told  until  it  is  noticed  that  many  farmers*  organisations 
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have  been  awakened  as  never  before  in  a  generation.  Some  of 
them  have  increased  their  memberships  by  100  or  200  per  cent. 
Others  have  taken  on  strength  as  well  as  members  and  have  made 
themselves  felt  as  producers.  Furthermore,  a  large  number  of 
these  organizations  have  federated  and  are  determined  to  be  heard 
when  questions  pertaining  to  farming  are  up  for  discussion.  On 
the  contrary,  other  organizations  have  been  weakened.  Where 
there  has  been  substantially  nothing  left  for  the  organization  to 
do  it  has  naturally  become  inactive.  This  is  true  of  many  grain- 
selling  companies. 

Outside  of  this  movement  is  another  which  is  by  no  means 
negligible.  In  several  states  the  farmers  are  in  politics  as  they 
seldom  have  beeii  before.  The  movement  was  not  started  by  gov- 
ernment price  and  market  control,  but  it  was  stimulated  very 
much  by  it.  The  feeling  is  strong  that  farmers  were  not  treated 
fairly  by  the  governing  bodies ;  for  example,  with  respect  to  wheat 
prices,  and  to  a  lesser  extent  with  respect  to  meat  prices.  While 
the  remedy  may  not  appear  on  the  surface  to  fit  the  case,  it  is  in 
the  main  a  determination  to  gain  a  greater  measure  of  control  in 
the  government  in  order  that  in  the  future  an  appreciation  of  the 
farmers'  point  of  view  will  not  be  lacking  on  the  part  of  those  in 
charge  of  state  affairs. 

Perhaps  the  most  fundamental  statement  that  can  be  made  is, 
after  all,  that  the  government  has  not  been  trying  to  reform 
marketing  methods.  Rather,  it  has  been  trying  to  control  the 
prices  of  certain  essential  commodities.  Out  of  the  hastily  made 
program  of  price  control  we  may  be  able  to  get  as  by-products 
some  results  that  should  be  made  permanent.  We  know  more 
about  markets  than  ever  before.  We  have  them  under  social 
scrutiny,  license,  and  control.  We  have  not,  as  yet,  reduced  the 
charges  of  many  middlemen,  much  less  put  the  men  out  of  busi- 
ness. We  are  testing  the  antitrust  law  and,  let  us  hope,  estab- 
lishing surer  footing  for  collective  bargaining.  We  have  arrived 
at  a  point  at  which  it  is  expedient  to  take  stock  of  paraphernalia 
and  see  what  is  useful  and  what  is  not  in  a  rearranged  program. 
We  have  had  a  shaking  up,  not  a  regeneration.  What  we  have 
accomplished  is  unquestionably  the  avoidance  of  many  things 
which  if  left  to  themselves  would  have  been  worse. 


EFFECT  OF  GOVERNMENT  CONTROL  ON  MARKETING 
METHODS  AND  COSTS— DISCUSSION 

Jaiobs  E.  Boyle. — 1.  Our  attitude  towards  government  control  of 
marketing  depends  on  our  information  concerning  this  control.  The 
source  of  this  information,  therefore,  becomes  a  question  of  fundamen- 
tal and  vital  importance.  We  must  be  on  our  guard  here.  An  illustra- 
tion will  make  my  meaning  clear.  A  clever  young  newspaper  man 
who  had  once  flourished  in  Dallas,  Texas,  last  winter  wrote  an  article 
in  praise  of  the  Food  Administration's  control  of  the  grain  trade.  This 
article,  very  effective  and  very  inaccurate,  was  published  in  a  popular 
Philadelphia  weekly  noted  for  articles  of  this  type.  There  it  came 
to  the  attention  of  the  Food  Administration.  It  was  reprinted  as  a 
government  bulletin  and  franked  throughout  the  length  and  breadth  of 
the  land  as  part  of  the  propaganda  work  of  this  bureau  and  doubtless 
came  to  the  attention  of  many  hundreds  of  thousands  of  readers.  I 
was  in  personal  contact  with  many  things  discussed  in  this  article  and 
I  know  that  many  of  its  major  statements  were  misrepresentative  and 
misleading.  The  author  of  this  article  soon  after  its  appearance  joined 
the  staff  of  the  Food  Administration. 

This  merely  illustrates  one  phase  of  that  propaganda  work  conducted 
the  last  year  or  two  by  our  government.  Students  in  the  realm  of  agri- 
cultural economics  who  have  long  used  the  Weekly  News  Letter  of  the 
Department  of  Agriculture  recall  how  this  paper  was  once  a  four-page 
sheet  of  useful  information  but  has  lately  grown  into  a  twelve-  or  six- 
teen-page organ,  playing  one  tune  with  variations,  namely,  what  the 
Department  of  Agriculture  "has  done  for  the  farmer."  Other  branches 
of  the  government  are  competing  in  similar  publicity  campaigns  about 
their  own  virtues.  It  is  superfluous  to  mention  the  name  of  Creel  in 
this  connection,  except  to  give  the  crowning  illustration  of  the  melan- 
choly fact  that  propaganda  work  by  the  government — like  its  whole- 
sale bribery  of  labor — ^has  now  reached  tremendous  and  overwhelming 
proportions. 

And  here,  by  the  way,  is  one  danger  of  government  control;  the 
government  will  not  tell  the  people  the  truth  about  the  mistakes  made 
in  connection  with  this  control,  and  private  critics  are  likely  to  be 
punished  in  some  of  those  subtle  ways  at  the  command  of  the  govern- 
ment. One  suggestion  is  here  pertinent,  namely,  that  if  we  are  to 
have  government  control  of  marketing,  then  we  need  some  form 
of  "independent  audit"  of  this  control,  such  as  a  private  corporation 
has  when  it  is  examined  for  its  stockholders  by  a  certified  puUic  ac- 
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countant.  However^  the  point  I  wish  to  make  is  that  if  our  ideas  of 
goyemment  control  are  based  to  any  extent  on  government  propagan- 
da^ then  these  ideas  are  subject  to  heavy  discount. 

2.  The  complexity  of  government  control  this  last  year  is  the  condi- 
tion that  confronts  us  when  we  start  to  study  this  question  for  our- 
selves. I  will  speak  only  of  the  grain  trade  in  this  five-minute  dis- 
cussion^  for  it  is  the  only  phase  of  govermnent  control  which  I  was  able 
to  study  first-hand^  continuouslyj  for  a  period  of  several  months.  Think 
of  the  complexity  of  this  one  problem.  There  was  involved^  firsts  the 
Coal  Administration  with  its  coal  shortage  and  its  coalless  Mondays. 
These  affected  the  terminal  grain  elevators^  the  hospital  elevators^  the 
grain-drying  plants,  the  industrial  alcohol  plants^  and  other  branches 
of  the  grain  trade.  Second^  there  was  the  Railroad  Administration 
with  its  car  shortage;  its  recurring  embargoes  on  grains  and  on  grain 
markets;  and  the  impossibility  of  moving  grain  at  times  from  country 
to  terminals.  In  the  third  place^  there  were  the  unusual  severe  win- 
ter storms  in  the  grain  belt^  affecting  both  the  Coal  Administration  and 
the  Railroad  Administration.  And  again^  there  was  the  corn  crop  with 
several  hundreds  of  millions  of  bushels  of  wet  corn  rapidly  spoiling 
on  the  hands  of  the  farmer  or  country  shipper  because  it  could  not  be 
moved  fast  enough  to  the  terminals  where  the  drying  machinery  was 
located.  Then  there  was  the  cash  market  for  corn  far  above  the  fu- 
tures^ making  hedging  no  protection;  there  was  oats  in  sympathy  with 
com^  with  cash  above  futures ;  there  was  barley  reaching  the  high  price 
of  three  cents  a  pounds  or  the  same  price  as  ordinary  wheat  was  sell- 
for;  there  was  whole  wheat  going  abroad  instead  of  flour^  leaving  the 
dairy  industry  without  one  basic  feed  (one  cause  of  the  present  high 
price  of  milk). 

These  complex  market  conditions^  I  say^  make  it  difficult  to  learn  pre- 
cisely what  are  the  effects  of  government  control  on  methods  and  costs 
of  marketing.  In  the  brief  time  at  my  disposal  I  can  do  no  more  than 
state  baldly  my  own  conclusions  without  citing  the  evidence. 

S.  No  revolutionary  changes  were  made  in  the  methods  of  marketing 
grain.  A  grain  buyer  was  added  to  those  already  existing  on  each  big 
market.  This  buyer  bought  cash  grain  and  also  received  consignments. 
He  did  not^  however^  perform  the  usual  services  of  a  commission  mer- 
chant. He  did  not  cash  drafts  in  advance  of  arrival  of  cars.  He  did 
not  call  for  reinspections.  He  did  not  look  after  claims.  He  did  not 
furnish  cleaning  or  mixing  of  off-grade  or  low-grade  grain.  He  merely 
took  the  grain  at  government  grades  and  dockage. 

As  far  as  costs  are  concerned^  he  charged  the  same  commission  on 
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consigned  grain  as  regular  commission  merchants.  Since  he  performed 
less  seryice  for  the  consignor  at  the  same  price^  it  was  tantamount  to 
an  increase  in  cost.  The  regular  dealer  called  for  reinspection  when 
his  client's  interests  warranted  it;  he  cashed  drafts  and  made  prompt 
returns  to  the  conntiy;  he  took  in  hand  the  car  shortage  problem^  get- 
ting back  into  use  many  old  discarded  second-hand  cars,  he  looked  after 
the  cleaning  or  mixing  of  grain  when  necessary,  or  sold  the  lowest 
grades  to  grain  salvage  houses. 

The  history  has  not  yet  been  written  of  the  confusion  wrought  in 
the  big  grain  markets,  such  as  Chicago,  by  the  overlapping  jurisdictions 
of  the  various  government  boards  and  by  their  conflicting  orders,  rules, 
and  regulations.  I  am  satisfied,  by  what  I  saw  myself  in  Chicago,  that 
this  confusion,  coupled  with  the  earlier  named  factors  of  bad  weather, 
car  shortage,  and  coal  shortage,  caused  a  loss  running  into  hundreds 
of  millions  of  dollars  in  the  case  of  corn  alone.  A  very  large  part  of 
this  loss  was  avoidable.  The  history  has  not  yet  been  written  of  the 
voluntary  regulations  of  the  cash  and  futures  markets  in  the  interest  of 
the  public  by  the  Directors  of  the  Chicago  Board  of  Trade  and  other 
grain  exchanges,  under  the  pressure  of  war  emergency,  and  at  financial 
sacrifices  to  themselves.  Neither  has  the  history  been  written  of  the 
evolutionary  growth  of  these  great  grain  markets,  in  the  years  before 
the  war,  showing  how  their  directors  (or  their  members  themselves 
through  the  initiative  and  referendum  system  of  self-government  in 
vogue)  had  adopted  appropriate  rules  to  keep  these  exchanges  open 
and  competitive  markets  so  that  the  grain  could  be  marketed  at  any 
and  all  times,  even  war  times,  on  a  very  low  margin  of  cost. 

My  own  conviction  is  that  had  there  been  much  less  government  con- 
trol of  the  grain  trade,  the  farmer  would  have  had  more  for  his  grain, 
the  public  interests  would  have  been  served  much  better,  and  at  much 
less  cost. 

Gut  C.  Smith. — ^The  present  seems  quite  too  early  to  measure  ac- 
curately the  effects  of  the  government's  efforts  to  control  the  market- 
ing of  certain  products.  It  further  appears  that  the  aim  of  those  in 
charge  of  this  work  was  not  so  much  to  eliminate  evils,  real  or  imag- 
inary, which  existed  in  prewar  times  as  to  prevent  certain  undesirable 
conditions  which  might  arise  as  a  result  of  the  war.  On  the  ]Rrhole,  the 
effect  of  government  control  on  marketing  is  well  summarised  in 
Professor  Hibbard's  statement  that  "We  have  had  a  shaking-up,  not 
a  regeneration."  This  is  well  illustrated  in  the  marketing  of  liquid 
milk.    The  proper  distribution  of  the  consumer's  dollar  between  pro- 
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ducers  and  distribators  of  milk  had  become  a  matter  of  more  or  less 
bitter  discassion  before  the  war  began.  Consumers  and  producers  con- 
stituting the  large  majority  of  the  interested  persons  in  this  discussion, 
the  distributors  were  the  objective  for  frequent  and  severe  indictments 
of  extortion  in  their  charges  for  service.  The  margin  of  4  or  5  cents 
per  quart  which  they  maintained  was  absolutely  necessary  to  obtain 
a  small  margin  of  profit  has  now  been  increased^  with  the  approval  of 
at  least  a  part  of  the  Regional  Milk  Boards,  in  about  the  same  propor- 
tion as  has  the  price  allowed  the  producers.  No  net  result  is  discerni- 
ble in  this  phase  of  the  business.  There  has  been  a  noticeable  effect 
in  certain  other  phases  of  the  business,  notably  the  attempt  of  the 
producers,  through  organization,  to  exercise  a  growing  influence  in 
favor  of  their  interests.  This  has  not  been  confined  to  organizations 
for  collective  bargaining,  but  in  a  few  scattered  instances  to  the  taking 
over  of  the  actual  business  of  distributing  their  product.  These  at- 
tempts have  hardly  established  themselves  on  a  permanent  basis. 
Three  such  plants  located  in  as  many  New  England  states  are  still 
in  a  condition  of  uncertainty  as  to  their  ultimate  success.  Only  one 
of  them  has  made  any  successful  effort  to  reduce  the  cost  of  distribu- 
tion, and  in  this  case  the  entire  reduction  has  been  added  to  the  price 
paid  the  producer,  the  price  charged  the  consumer  being  made  to  con- 
form to  that  of  nearby  cities.  The  status  of  all  milk  producers'  or- 
ganizations two  or  three  years  from  now  is  even  more  problematical 
because  of  the  readjustments  which  seem  likely  to  take  place  when 
the  increased  demand  for  the  dairy  products  of  this  country,  due  to  the 
war,  has  subsided  to  a  new  normal. 

What  appears  to  be  one  of  the  most  permanent  results  of  govern- 
ment influence  on  marketing  is  the  emphasis  which  has  been  laid 
upon  the  standardization  of  farm  products.  One  illustration  will 
suflice.  The  indorsement  by  the  Federal  Food  Administration  of 
potato  grades  recommended  by  the  United  States  Bureau  of  Markets 
has  given  a  noticeable  impetus  to  the  practice  of  grading.  Already 
some  states  have  taken  steps  to  put  these  grades  into  effect  on  what  is 
likely  to  become  a  permanent  basis.  Both  state  and  federal  legblation 
on  the  grading  of  farm  products  seems  likely  to  result  in  the  near 
future. 

The  movement  among  dairy  farmers  to  organize  their  interests  has 
been  duplicated  among  other  classes  of  producers.  Never  has  there 
been  such  a  decided  movement  in  this  direction.  In  one  state,  forty 
fanners'  organizations  for  bujring  and  selling  were  organized  in  the 
year  ending  June  80,  1918.    Many  other  states  followed  closely  in  the 
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movement.  This  camiot  be  -said  to  be  due  entirely  to  government  con- 
trol^ but  it  is  difficult  to  separate  the  forces  which  have  brought  about 
so  many  organisations.  Again  the  net  result  in  this  direction  cannot 
be  now  determined.  Rising  prices  have  been  favorable  to  these  or- 
ganizations^ both  in  buying  and  selling.  It  remains  to  be  seen  how 
the  after-the-war  readjustment  of  prices  will  affect  these  groups  and 
the  formation  of  others. 

The  influence  of  government  regulations  oi^  transportation  as  a  fac- 
tor of  marketing  should  not  be  overlooked.  The  increase  in  the  size  of 
minimum  carloads  may  not  be  a  thing  of  permanence^  but  it  is  likely 
to  persist  in  some  measure.  More  particularly^  the  propaganda  to 
bring  about  more  extensive  and  more  regular  use  of  the  motor  truck 
will  probably  have  more  or  less  far-reaching  results. 

In  conclusion^  the  greatest  effect  of  government  control  on  market- 
ing has  apparently  been  not  so  much  to  bring  about  new  methods  as  to 
act  as  a  great  educational  campaign  to  acquaint  all  parties  concerned 
with  the  steps  and  processes  of  distribution^  and  to  bring  about  a 
more  extensive  use  of  sound  practices  already  established. 


PROVISIONS  OF  THE  POOD  ACT  AND  ACTIVITIES 
WHICH  SHOULD  BE  MADE  PERMANENT 

By  W.  F.  Gephaet 
Washington  Utdversitjf 

The  law  establishing  the  Food  Administration  provides  speci- 
fically for  but  a  small  number  of  activities  which  have  actually 
been  undertaken  by  the  Food  Administration.  This  is  true  not 
only  because  of  the  general  powers  conferred  by  the  act  itself,  but 
because,  as  is  always  the  case  in  times  of  war,  no  one  can  foresee 
the  exigencies  which  would  arise  demanding  unusual  action.  Pro- 
bably no  one  is  more  surprised  than  the  sponsors  of  the  act  itself 
with  the  unexpected  lines  of  activity  which  have  been  assumed. 
It  is  also  probably  true  that  the  most  constructive  and  perma- 
nent benefits  have  resulted  from  these  imf oreseen  activities. 

If  a  general  survey  and  analysis  of  the  Food  Administration's 
activities  is  made,  it  will  be  found  that  the  work  may  be  classi- 
fied under  the  two  following  heads : 

1.  Those  activities  concerning  themselves  with  the  distribution 
of  food  commodities;  that  is,  marketing  regulations  and  condi- 
tions. 

S.  Those  activities  having  to  do  with  the  regulation  of  price. 

Market  regulations  have  concerned  themselves  specifically  with 
such  commodities  as  sugar,  wheat,  and  with  the  conditions  govern- 
ing the  marketing  of  perishable  and  non-perishable  commodities. 
In  tlie  case  of  both  sugar  and  wheat  there  has  been  a  general 
supervision  of  the  distribution  of  these  commodities  through  agree- 
ments with  the  existing  agencies  of  distribution. 

It  is  important  to  understand  that  in  regulating  the  distribu- 
tion of  these  essential  products,  as  well  as  in  practically  all  other 
phases  of  the  Food  Administration  work,  there  has  been  no  dis- 
position to  replace  the  regular  business  organizations  by  a  govern- 
ment organization,  but  on  the  contrary  to  utilize  the  existing  ma- 
chinery of  distribution.  While  the  work  of  the  Food  Administra- 
tion has  produced  profound  changes  in  marketing,  these  results 
are  by-products  of  the  activities,  since  It  was  not  the  function  of 
the  Food  Administration  to  reorganize  business  conduct. 

In  the  case  of  sugar  and  wheat  and  other  cereals  one  of  the 
chief  purposes  has  been  to  distribute  the  product  equitably  to  dif- 
ferent sections  of  the  coimtry,  and  at  the  same  time  to  secure 
certain  amounts  of  these  products  for  export.    Zones  were  estab- 
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lished,  and  the  movement  of  sugar  and  cereals  have  been  restricted, 
thus  securing  large  economies  in  transportation  costs.  Trans- 
portation waste  has  long  been  present  in  much  of  our  marketing, 
made  possible  not  only  by  the  unregulated  competition  of  the 
carriers  but  also  by  the  competition  of  markets.  Through  this 
control  of  the  movements  of  these  necessities,  each  section  has»  so 
far  as  transportation  conditions  permitted,  been  assured  an  equit- 
able share  in  the  available  supply.  Nothing  short  of  such  control 
would  have  prevented  many  sections  of  the  country  from  being 
without  sugar  and  certain  cereals  for  considerable  periods  during 
parts  of  the  winter  of  1917  and  the  spring  of  1918.  Not  only 
has  the  available  supply  been  equitably  distributed,  but  the  sugar 
supplies  from  Hawaii,  Cuba,  and  Porto  Rico  have  been  con- 
trolled in  their  movements.  The  available  stocks  have  at  all 
times  been  known,  and  hence  a  deficient  market  has,  wherever  pos- 
sible, been  supplied. 

In  the  case  of  perishable  conmiodities  the  method  of  marketing 
them  has  been  almost  revolutionized.  Each  distributor  of  any  im- 
portance of  these  conunodities  has  been  licensed,  and  as  such  has 
been  subject  to  the  rules  and  regulations  promulgated  to  govern 
the  marketing  of  perishable  produce. 

For  many  years  the  waste  in  handling  perishable  produce  has 
been  appalling,  and  under  the  most  carefully  supervised  system 
large  wastes  in  marketing  perishable  produce  are  inevitable. 
Prices  on  this  produce  fluctuate  very  widely  and  quickly,  and  for 
many  years  any  fall  in  price  in  the  market  has  led  eiHier  to  re- 
fusal on  the  part  of  the  buyer  to  accept  the  goods  at  any  price, 
or  to  a  demand  for  a  large  allowance  from  the  contract  price. 
In  either  case  the  perishable  produce  deteriorated  very  rapidly, 
and  great  loss  resulted  not  only  for  the  consignor  but  also  for  the 
public  at  large. 

The  regulations  of  the  Food  Administration  prohibit,  on  pen- 
alty of  revocation  of  license,  a  consignee  from  not  accepting  pro- 
duce which  is  of  a  grade  purchased,  and  likewise  prevent  the  con- 
signor from  shipping  produce  of  a  grade  not  purchased.  Through 
an  inspection  system  quick  action  was  secured  in  determining 
the  rights  in  the  case,  and  thus  perishable  produce  was  kept  mov- 
ing rapidly  to  the  consumer.  What  was  in  law  an  illegal  practice, 
but  seldom  prevented,  has  become  an  actual  accomplishment 
through  these  regulations.  Consignor,  consignee,  and  the  public 
ought  not  to  permit  the  old  practice  to  become  again  prevalent. 
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In  the  case  of  non-perishable  food  commodities,  the  chief  ac- 
complishments have  been  in  regulating  the  stock  which  could  be 
held  for  the  market.  Certain  other  regulations  have  secured  as 
direct  as  possible  a  movement  to  consumers,  and  others  have  fixed 
margins  of  profit  for  the  various  dealers  in  handling  these  com- 
modities. Certain  regulations  governing  resales  within  the  trade 
have  tended  to  the  elimination  of  unnecessary  pyramiding  of 
profits. 

The  second  general  class  of  activities  of  the  Food  Administra- 
tion concerns  itself  with  regulation  of  price.  As  has  been  stated, 
the  Food  Act  grants  no  direct  power  to  fix  prices,  but  it  does 
confer  the  power  to  prohibit  profiteering.  It  also  grants  the 
power  to  issue  and  revoke  licenses.  It  is,  therefore,  in  the  admin- 
istration of  these  foregoing  powers  and  in  the  extensive  plan  of 
agreements  with  trade  groups  that  the  control  of  prices  has  been 
established. 

No  one  except  those  intimately  familiar  with  the  work  of  the 
Food  Administration  can  realize  how  extensive  the  control  of 
prices  has  been,  and  it  should  be  clearly  understood  that  this  con- 
trol has  been  in  most  cases  gladly  entered  into  by  the  trade  groups. 
Indeed,  they  have  been  in  many  cases  most  anxious  to  subscribe  to 
the  plan  of  fixing  margins  or  even  of  prices. 

This  is  largely  true  because  of  the  character  of  the  food-dis- 
tributing business.  It  is  a  highly  competitive  one  and,  in  many 
respects,  a  highly  speculative  one.  If,  therefore,  a  disinterested 
and  superior  body  proposed  an  agreement  which  would  stabilize 
prices,  and  if  individual  competitors  would  agree  to  the  plan,  the 
arrangement  has  usually  been  very  satisfactory  to  the  trade. 

Nor  has  it  meant  necessarily  that  the  consumer  has  been  in- 
jured. Sugar,  for  instance,  before  the  Food  Administration  was 
established  was  frequently  sold  at  or  below  cost.  Under  the  Food 
Administration  the  retailer  was  granted  a  stable  profit,  and  at 
the  same  time  the  consumer  was  guaranteed  sugar  at  a  fair  price, 
when  undoubtedly  it  would  at  certain  times  and  in  many  places 
have  been  true  that  the  price  would  have  been  much  higher. 

A  stabilized  price  is  a  kind  of  insurance,  reducing  risk  both  for 
the  producers  and  consumers.  The  fixing  of  the  liberal  price — a 
marginal  producer's  price — in  war  times  gives  a  feeling  of  se- 
curity and  assurance  to  producers  that  is  distinctly  advanta- 
geous. They  have  only  to  think  of  the  element  of  cost;  that  is, 
how  to  organize  and  carry  on  production  so  as  to  bring  it  as  far 
as  possible  below  this  fixed  price. 
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Likewise,  from  the  viewpoint  of  the  consumer  there  is  this  kind 
of  assurance  during  war  times,  when  uncertainty  is  greatest  both 
for  consumers  and  producers.  The  fixation  of  the  price  discounts 
speculation  by  consumers,  who  are  the  most  inefficient  of  all  risk- 
takers. 

Furthermore,  there  is  the  psychological  consideration  that  con- 
sumers will  tolerate  fixed  prices  and  an  empty  market  in  war 
times,  whereas  they  would  rebel  against  unregulated  high  prices. 
In  short,  price-fixing  on  the  basis  of  marginal  cost  reduces  risk 
both  to  producer  and  consumer  in  war  times,  and  prevents  unin- 
telligent speculation  on  the  part  of  each  class. 

Agreements  with  the  trades  have  been  very  numerous.  They 
have  been  made  with  producers,  manufacturers,  wholesalers  and 
retailers.  In  an  effort  to  enforce  that  provision  of  the  act  pro- 
hibiting profiteering,  it  was  necessary  to  establish  some  standard 
of  what  constituted  profiteering.  Therefore,  margins  of  profit 
were  agreed  upon  by  consulting  the  different  trade  groups.  A 
system  of  margins  was  fixed  for  both  the  wholesaler  and  retailer 
on  many  of  the  licensed  food  commodities. 

The  preceding  activities  of  the  Food  Administration  are  the 
most  important  and  constructive,  although  they  are  the  ones 
about  which  the  public  at  large  have  known  the  least,  inasmuch 
as  there  is  little  of  a  spectacular  character  in  their  administra- 
tion and  hence  they  have  supplied  little  material  of  a  news  value ; 
and  the  public  at  large  has  secured  its  chief  information  of  food 
activities  very  naturally  from  the  newspapers. 

The  consumptive  regulations  with  respect  to  sugar,  bread,  and 
public  eating-places  have  created  much  interest  on  the  part  of  the 
trades  and  the  public.  These  have  had  a  large  emotional  appeal 
on  the  basis  of  patriotism,  hate,  and  fear.  It  is  true  that  large 
results  have,  because  of  these  emotional  appeals,  been  secured  in 
the  conservation  of  food  commodities  in  the  homes;  but  such  ac- 
tivities are  suitable  only  to  the  conditions  of  war,  and  their  suc- 
cess is  predicated  upon  appeals  which  would  have  little  force  in 
times  of  peace.  Let  us  revert,  therefore,  to  the  above  classifica- 
tion of  the  major  activities  of  the  Food  Administration  and  dis- 
cuss what  ones,  if  any,  can  profitably  be  made  permanent. 

In  the  first  place,  it  should  be  stated  that  the  Food  Adminis- 
tration in  conjunction  with  the  Department  of  Agriculture  has 
done  much  to  stimulate  the  production  of  various  food  commodi- 
ties.    Stimulating  production  is  provided  for,  in  a  general  way 
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at  least,  by  the  machinery  already  existing  in  the  Department  of 
Agriculture.  To  the  extent  that  production  has  been  stimulated 
by  the  price  regulations  of  the  Food  Administration,  this  motive 
may  well  be  considered  as  ending  with  the  legal  existence  of  the 
Food  Administration. 

The  method  of  stimulating  production  through  price  regulation 
has  been  by  various  agreements  entered  into  between  the  Admin- 
istration and  different  classes  of  the  trade.  Through  these  vari- 
ous agreements  with  producers  or  distributors  with  respect  to 
margins  and  therefore  of  prices,  there  has  been  accomplished  the 
end  set ;  namely,  an  increase  in  production  in  many  cases  of  food 
commodities.  The  price  or  margin  agreed  upon  has,  in  most  cases, 
been  a  liberal  one,  and  the  very  natural  and  indicated  result  of 
stimulating  production  has  resulted. 

Under  this  arrangement  with  marginal  trader  as  frequently  the 
basis  on  which  to  establish  a  margin  or  price,  there  has  undoubted- 
ly resulted  large  profits  to  the  more  efficient ;  but,  since  increased 
production  and  stabilized  price  were  the  results  desired,  the  larger 
profits  to  the  more  efficient  could  not  be  prevented.  If  a  war 
taxation  system  had  been  devised,  this  unfortunate  by-product  of 
the  plan  could  have  been  corrected.  This  only  illustrates  one  of 
the  many  ways  in  which  a  war  taxation  system  has  not  been  de- 
vised to  meet  the  conditions  resulting  from  the  necessary  increased 
government  regulations  of  business. 

Whatever  degree  of  success  has  been  secured  by  these  price 
regulations  and  the  agreements  as  to  margin  between  business  and 
the  government,  has  been  largely  due  to  the  unusual  conditions  of 
war  and  the  motives  which  have  actuated  both  parties.  Public 
opinion  has  been  a  large  factor  in  enforcing  these  agreements. 
This  public  opinion  has  been  largely  determined  by  the  unusual 
force  which  influences  business  conduct  both  on  the  part  of  pro- 
ducers and  consumers  during  a  state  of  war.  These  motives  are 
largely  absent  in  times  of  peace,  and,  therefore,  detailed  agree- 
ments between  the  government  and  business  groups  with  respect 
to  prices  and  margins  would  find  little  place  during  conditions 
of  peace. 

One  point,  however,  in  connection  with  the  subject  of  margins 
and  price  regulations  should  be  pointed  out,  which  is  often  not 
recognized  by  students  of  economic  phenomena.  Under  a  highly 
competitive  business  organization,  such  as  now  prevails,  there  is 
enormous  loss  in  the  distribution  of  food  commodities  due  to  price- 
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cutting.  If}  therefore,  in  this  highly  competitive  distribotiTe 
food  business^  agreements  can  be  made  which  tend  to  stabilize  over 
short  periods  of  time  prices,  the  trade  as  such  is  not  on  purely 
business  grounds  so  much  opposed  as  might  at  first  thought  be 
supposed. 

In  many  of  the  retail  food  trades  there  are  distributors  who 
know  so  little  about  their  costs  of  doing  business  that  they  con- 
tinually cut  prices  and  do  business  at  a  loss.  They  receive  scarce- 
ly good  wages — to  say  nothing  of  true  profits  in  conducting  the 
business.  They  are  continually  competing  with  the  more  efficient 
because  of  their  ignorance  of  the  business.  Therefore,  a  trade 
group  is  often  not  unwilling  to  have  a  stabilized  price  or  margin, 
because  in  the  end  more  true  net  profits  may  result  even  to  the 
efficient  business  man. 

Notwithstanding  that  in  the  distribution  especially  of  food 
commodities  large  profits  may  be  secured  through  future  trading 
or  through  unpredictable  phenomena  associated  with  the  business, 
yet  over  a  longer  period  these  larger  profits  are  balanced  by  heavy 
losses.  Therefore,  agreements  tending  toward  stabilization  of 
price  over  short  periods  are  not  unwillingly  entered  into  by  the 
trade.  If  assurance  is  given  that  a  disinterested  party  will  see  to 
it  that  all  members  of  the  trade  observe  the  price  or  margin,  and 
if  this  price  or  margin  is  at  least  a  favorable  one  for  the  less  effi- 
cient, stable  and  permanent  profits  are  guaranteed  for  a  large 
number. 

If,  therefore,  an  effort  is  made  to  enumerate  those  activities 
of  the  Food  Administration  which  might  be  made  permanent  either 
as  specific  regulations  or  as  principles  to  be  held  in  mind  in  devis- 
ing a  future  system  of  regulating  the  food-distributing  business, 
the  following  program  is  suggested : 

1.  There  should  be  little  doubt  about  the  desirability  of  making 
permanent  the  changes  which  have  been  made  in  the  methods  of 
marketing  perishable  produce.  This  work  could  be  carried  on  by 
extending  the  activities  of  the  Bureau  of  Markets  of  the  Depart* 
ment  of  Agriculture,  together  with  the  cooperation  of  the  Inter- 
state Commerce  Commission  and  the  Department  of  Commerce. 

To  accomplish  this  result  there  would  need  to  be — 

a)  A  great  extension  of  the  grading  and  standardization  laws, 
as  well  as  a  revision  of  some  of  these  laws  now  in  effect,  in  order 
that  fruits,  vegetables,  poultry,  eggs,  cheese  and  other  commodi- 
ties may  be  properly  graded.    This  one  reform  would  enormously 
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reduce  the  risk  associated  with  dealing  in  these  products,  and  at 
the  same  time  facilitate  their  marketing. 

b)  The  force  of  inspectors  of  perishable  and  semi-perishable 
produce  of  the  Bureau  of  Markets  should  be  greatly  increased  so 
that  at  every  important  center  of  production  during  the  market- 
ing season  the  most  careful  grading  and  loading  of  these  commo- 
dities could  be  assured.  Likewise  these  should  be  permanently  lo- 
cated in  all  the  important  markets  of  consumption  or  forwarding. 
These  inspectors  would  inspect  produce  and  certify  as  to  its  grade 
and  condition  when  it  was  received  or  transferred. 

c)  A  penalty  should  be  provided  for  any  consignor  who  does 
not  grade  or  load  produce  as  ordered,  and  for  a  consignee  who  re- 
jects such  produce,  if  it  corresponds  to  the  grade  purchased. 
Probably  all  important  dealers  in  such  produce  should  be  licensed. 

d)  The  demurrage  regulations  should  be  more  stringent  in  order 
to  put  a  stop  to  the  pernicious  practice  of  using  railway  equip- 
ment as  storage-houses. 

e)  The  Market  News  Service  of  the  Department  of  Agricul- 
ture should  be  greatly  extended  in  order  that  producers  may  know 
the  supplies  in  or  rolling  to  each  large  market  at  any  time,  thus 
securing  a  good  distribution  of  this  perishable  or  semi-perishable 
produce  which  must  at  all  times  be  kept  moving  rapidly  to  con- 
sumers. 

These  three  reforms — that  of  extending  the  inspection  service, 
that  of  devising  more  stringent  demurrage  regulations,  and  that 
of  extending  the  Market  News  Service — ^would  save  millions  of 
dollars  to  producers  and  consumers  of  perishable  food  commodi- 
ties in  the  United  States. 

In  the  past  there  have  been  large  economic  losses  of  transpor- 
tation costs  by  sending  many  cars  out  from  the  point  of  produc- 
tion to  be  diverted  in  transit.  Many  cars  have  been  loaded  im- 
properly so  that  they  reached  the  point  of  destination  with  a  large 
percentage  of  the  food  ruined.  But  the  largest  loss  has  undoubt- 
edly come  from  the  consignee  refusing  to  accept  such  products 
when  they  reached  the  market,  because  either  the  grade  was  not 
as  ordered  or,  more  frequently,  because  the  price  in  the  receiving 
market  had  decreased. 

Prices  on  perishable  commodities  do  and  must  fluctuate  very 
widely  over  short  periods  of  time,  but  the  reforms  of  the  Food  Ad- 
ministration in  handling  perishable  produce  have  been  welcomed 
both  by  consignors  and  consignees,  and  undoubtedly  the  benefit 


68  Ameriam  Eccmomic  Anociaiian 

to  die  public  has  been  very  large.  It  Is  beside  the  point  to  argue 
that  contracts  for  the  purchase  of  ]>erishable  produce  are  enforced 
like  all  other  contracts  in  the  courts.  Because  of  the  highly  per- 
ishable character  of  this  produce,  any  dispute  arising  between 
buyer  and  seller  cannot  await  the  slow  procedure  of  court  action. 
In  the  past  the  commodity  when  refused  has  remained  in  the  car 
for  a  number  of  days,  holding  out  or  using  valuable  railway  equip- 
ment; and  in  the  end  has  been  turned  over  to  the  railway  com- 
pany and  sold  for  freight  with  the  result  that  frequently  neither 
the  transportation  company  nor  the  producer  himself  has  realized 
but  a  fraction  of  the  original  value  of  the  commodity. 

2.  Much  popular  complaint  has  been  heard  during  the  past  de- 
cade against  the  large  number  of  middlemen  in  the  food  dis- 
tributing. Doubtless  the  more  important  classes  of  these  middle- 
men render  a  specialized  economic  function  that  is  valuable  both 
for  consiuners  and  producers.  However,  certain  Food  Adminis- 
tration regulations  have  placed  a  limit  upon  the  number  of  resales 
permitted  with  a  view  of  preventing  the  pyramiding  of  profits, 
and  consequently  the  enhancing  of  prices  to  consumers.  It  might 
be  possible,  through  a  system  of  licensee  regulations  established 
by  law  and  entrusted  to  the  Federal  Trade  Commission,  to  effect 
some  permanent,  desirable  reforms  in  controlling  unnecessary  re- 
sales. 

8.  The  food  conditions  during  the  war  have  brought  out  even 
more  prominently  the  increasing  importance  of  the  cold-storage 
house.  Most  states  have  certain  general  regulations  with  respect 
to  cold-storage-house  transactions.  These  regulations  ought  to 
be  largely  extended  both  by  the  state  and  the  federal  government, 
the  latter  necessarily  restricting  itself  to  regulations  governing 
products  of  an  interstate  character.  As  in  so  many  other  par- 
ticulars, there  is  need  of  greater  uniformity  in  state  laws  govern- 
ing the  operation  of  cold-storage  houses,  but  there  is  little  doubt, 
on  the  basis  of  our  recent  experience,  that  Increased  regulations 
should  be  made  for  these  important  factors  in  the  distribution  and 
cost  of  food  commodities. 

4.  Another  respect  in  which  the  Food  Administration's  activi- 
ties have  redounded  to  great  public  benefit  has  been  in  connection 
with  the  milk  Industry.  Here  again  there  has  been  no  power  to 
regulate  prices,  but  through  agreements  with  producers  and  dis- 
tributors in  various  sections,  certain  beneficial  results  have  been 
secured  for  the  public.     Milk  has  become,  under  modem  living 
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conditions  in  cities,  such  an  important  commodity  not  only  for  the 
general  public  but  also  for  child  welfare  that  it  may  well  be  ques- 
tioned whether  this  commodity  has  not  arisen  to  such  importance 
as  a  necessity  that  both  state  and  federal  governments  should 
take  the  whole  matter  under  closer  regulations.  In  this  connec- 
tion it  is  not  only  important  that  pure  milk  be  served  to  the  con- 
suming public,  but  that  such  supervision  should  be  made,  especially 
of  the  distributing  agencies,  that  the  public  is  guaranteed  a  fair 
price. 

6.  Not  the  least  lesson  which  has  been  brought  home  to  all 
those  having  to  do  with  the  production  and  distribution  of  food 
commodities,  is  the  great  need  in  this  country  of  a  new  Fair  Trade 
Act  and  greater  activity  on  the  part  of  those  who  have  the  ad- 
ministration of  the  act  under  their  control. 

There  is  disagreement  among  students  of  the  question  as  to 
whether  a  fixed-price  law  should  be  enacted,  but  the  evil  against 
which  such  a  law  is  directed  ought  to  be  recognized,  so  that 
under  the  increased  powers  of  the  Federal  Trade  Commission 
more  adequate  principles  of  equity  and  fair  play  could  be  secured 
in  the  distribution  business  in  this  country.  We  have  worshipped 
so  long  the  idol  of  competition  and  the  gains  which  we  fondly 
imagine  are  always  inherent  in  such  a  system  that  little  attention 
has  been  paid  to  the  unnecessary  losses  inherent  in  this  highly 
competitive  system  as  it  has  developed.  A  marked  illustration 
has  been  seen  in  the  railway  business,  but  results  approximating 
this  are  to  be  found  in  almost  all  lines  of  business.  Business 
pirates  are  not  synonymous  with  public  servants  even  in  the  com- 
petitive regime  of  the  present. 

American  business,  as  indeed  business  of  all  modem  industrial 
nations,  needs  most  an  analysis  of  business  costs  so  that  some 
readily  accessible  information  can  be  secured  by  the  business  man, 
that  he  is  or  is  not  making  a  success  of  his  business.  Ignorance 
of  costs  of  doing  business  is  the  bane  of  American  business.  It 
injects  into  the  competitive  system  an  element  of  danger  both  for 
the  busioess  and  for  the  public.  It  leads  to  abnormally  high 
profits  and  periods  of  no  profit.  A  condition  approximating 
stable  prices  and  profits  might  well  redound  to  the  interests  of 
both  consumers  and  producers. 

6.  A  more  careful  supervision  of  the  produce  exchanges  of  the 
country  should  be  provided,  and  greater  publicity  given  to  their 
operations. 
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As  is  frequently  the  case,  the  most  important  and  the  most 
promising  beneficial  results  frequently  are  the  least  tangible. 
This  is  especially  true  in  connection  with  the  activities  of  the 
Food  Administration,  as  it  has  been  made  manifest  through  co- 
operative agreements  with  various  producing  and  trade  groups. 
From  an  earlier  period  when  the  policy  of  ^^et  business  alone" 
was  prevalent,  to  a  later  period  when  the  dictum  seemed  to  be  that 
"All  business  is  unfair  to  the  public"  and  therefore  needs  restric- 
tive regulations  and  supervision  of  every  character,  we  have  ar- 
rived at  a  period  when  it  has  become  realized  that  much  can  be 
secured  through  cooperation  between  the  government  and  busi- 
ness. 

This  has  been  clearly  demonstrated  in  the  activities  of  the 
Food  Administration,  and  while  it  is  one  of  those  intangible  re- 
sults which  do  not  point  to  a  specific  method  of  action,  yet  it 
nevertheless  ought  to  make  possible  a  new  relationship  between 
the  government  and  business.  Many  agreements  have  been  made 
between  the  Food  Administration  and  trade  groups  which,  pre- 
ceding the  war,  imder  statutory  acts,  would  have  without  doubt 
brought  the  trade  into  the  courts  convicted  with  the  evidence 
already  in  hand  of  being  a  combination  in  restraint  of  trade.  The 
lesson  ought  to  be  clearly  learned  that  encouragement  and  super- 
vision of  trade  group  activities  should  replace  the  older  system  of 
forbidding  trade  groups  to  associate  to  improve  conditions  and 
methods  of  doing  business,  and  at  the  same  time  secure  results 
which  might  be  of  great  public  benefit. 

Whether  we  wish  it  or  not,  modem  business  has  become  so  com- 
plex,  and  directly  and  indirectly  affects  the  public  in  so  many 
ways,  that  the  government  can  no  longer  follow  the  policy  of 
"hands  off."  Without  attempting  in  any  respect  to  set  up  a 
governmental  machinery  which  shall  take  the  responsibility  of 
saying  to  consumers  what  is  or  what  is  not  a  fair  price,  there  is 
every  reason  for  the  government  to  revise  its  attitude  towards 
business  groups  and  permit  them  to  associate  and  engage  in  cer- 
tain activities,  their  action  at  all  times  to  be  subject  to  govern- 
ment supervision  if  in  such  action  the  public  good  is  endangered. 

If,  therefore,  we  attempt  to  summarize  those  activities  of  the 
Food  Administration  which  should  be  permanent,  they  are  not 
so  much  specific  in  detail  as  they  are  pointing  the  way  to  a  new 
day  and  a  new  order  of  the  relations  of  government  to  business. 


PROVISIONS  OF  THE  FOOD  ACT  AND  ACTIVITIES  WHICH 
SHOULD  BE  MADE  PERMANENT— DISCUSSION 

Rat  B.  Westerfield. — I  am  much  impressed  with  the  moderate 
nature  of  Professor  Gephart's  proposals.  His  proposals  are  far  from 
radical;  in  fact^  the  trade  would  largely  regard  them  as  minor  details 
of  reform.  He  does  not  advocate  the  retention  of  the  Food  Admin- 
istration  as  such^  but  would  have  certain  of  his  proposed  measures 
exercised  by  the  Interstate  Commerce  Commission^  the  Federal  Trade 
Commission^  the  Bureau  of  Markets^  and  the  Department  of  Agri- 
culture. He  does  not  favor  retaining  the  Grain  Corporation^  nor  the 
zoning  system^  and  his  proposals  for  price  fixing  lack  emphasis  and 
definiteness.  He  seems  thoroughly  alive  to  the  fact  that  conditions  of 
distribution  are  in  time  of  war  so  very  abnormal  as  not  to  constitute  a 
sound  basis  of  argument  for  continuing  in  time  of  peace  such  institu- 
tions and  methods  as  may  have  proven  useful  or  indispensable  during 
war.  However^  there  is  no  denying  that  the  Food  and  Fuel  Adminis- 
trations have  been  most  interesting  and  important  experiments  in  eco- 
nomicSj  have  indicated  many  defects  of  our  distributing  system,  and 
have  engaged  in  many  remedial  activities. 

One  of  the  dominating  principles  governing  their  activities  has  been 
to  make  maximum  use  of  the  existing  machinery  of  distribution^  in  so 
far  as  it  could  facilitate  the  ends  in  view.  They  did  not  attempt  to 
create  a  new  system  of  distribution,  but  sought  rather  to  correct  certain 
evident  defects  or  abuses  in  the  old  system ;  they  befriended  the  trade 
and  sought  its  cooperation,  but  worked  as  constructive  critic  and  re- 
former. The  reforms  of  the  Food  Administration  which  Professor 
Gephart  would  continue  were  largely  the  extension,  in  degree  or 
scope^  of  improved  marketing  ideas  (1)  which  had  been  tried  and  were 
being  used  by  some  advanced  distributors  (e.g.j  standardization  and  in- 
spection), or  (2)  which  distributors  aspired  to  use  but  were  forbidden 
by  anti-trust  or  other  legislation  (e.g.,  price-fixing  agpreements),  or 
(S)  for  which  the  federal  government  and  certain  states  had  legislated 
and  inforced  their  laws,  with  varying  degrees  of  thoroughness  (e.g.^ 
cold  storage^  unfair  competition,  and  speculative  exchanges). 

I  agree  quite  fully  with  Professor  Gephart  in  his  indictment  of  the 
system  of  marketing  perishable  produce^  but  I  am  not  so  sympathetic 
with  his  proposals  for  uninvited  government  interference  as  the  ve- 
hicle of  reform.  Grading  and  standardization  are  obviously  the  funda- 
mentals of  marketing  reform;  they  are  so  recognized  by  the  trade, 
and  during  recent  years  the  trade  associations  and  speculative  ex- 
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changes  have  gradually  extended  the  grading  and  standardising  of 
produce  and  sought  uniformity.  Certain  producers^  tlso,  mainly 
through  cooperative  marketing  associations^  have  established  well- 
recognized  grades  and  standards  for  their  products.  Certain  states 
have  passed  laws  standardizing  barrels,  crates^  etc.  Professor  Gep- 
hart's  proposal  to  extend  the  standardization  of  both  container  and 
contents  and  make  them  uniform  for  both  intrastate  and  interstate 
commerce  is  therefore  in  line  with  present  tendencies.  The  real  ques- 
tion at  hand  is  whether  federal  legislation  should  be  adopted  to  hasten 
the  process  or  >vhether  it  should  be  left  to  the  slow  but  sure  and  nat- 
ural development  as  worked  out  by  the  trade  itself.  I  am  of  the  opin- 
ion that  the  trade  should  develop  it^  or  at  least  that  the  initiative  and 
demand  for  reform  should  spring  from  the  trade. 

The  same  may  be  said  about  the  proposal  to  have  the  produce  in- 
spected at  the  consignor's  and  at  the  consignee's^  with  penalties  for 
rejecting  produce  that  conforms  to  contract  or  for  shipping  produce 
that  does  not  conform  to  contract  The  large  shipping  associations 
have  perfected  a  system  of  stringent  inspection  at  point  of  shipment 
and  have  representatives  at  the  markets  to  see  whether  or  not  the 
produce  on  arrival  is  off-quality  and  to  inforce  the  keeping  of  con- 
tracts by  boycott  or  judicial  action.  It  is^  I  believe,  generally  recog- 
nized, by  the  unorganized  as  well  as  the  organized,  that  the  most  fit 
and  expedient  way  for  producers,  at  least  the  small  ones,  to  market  is 
through  cooperative  organizations;  as  fast  as  this  ideal  is  attained, 
does  the  proposed  two-end  compulsory  system  of  government  inspec- 
tion become  unnecessary. 

The  proposed  two-end  system  of  government  inspection  would  un- 
doubtedly teach  produce  dealers  the  sacred  quality  of  contracts,  in  a 
way  unfelt  before.  But  here,  I  believe.  The  Food  Administration  is 
"straining  at  a  gnat":  the  violated  contracts  constitute  an  extremely 
small  fraction  of  the  total  produce  sales;  a  high  per  cent  of  the  trade 
is  strictly  honorable  and  abides  strictly  by  their  contractual  obliga- 
tions; a  high  per  cent  of  the  produce  moves  from  shipper  throu^^ 
consignee  without  hitch  or  dispute.  It  is  unfortunate  that  the  small 
remaining  per  cent  is  given  undue  publicity  and  importance.  Besides, 
the  evils  of  the  "rejects"  system  are  being  corrected  by  the  organiza- 
tion of  the  shippers,  by  the  associations  within  the  produce  trade,  by 
the  editorial  efforts  of  certain  produce  trade  and  by  competition  with- 
in ihe  trade. 

Many  objections  to  the  proposed  system  may  be  foreseen:  (1)  Some 
lines  of  produce  practically  defy  standardization,  and  could  be  handled 
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only  on  a  commission  basis;  also  not  all  producers  would  have  large 
enough  supplies  to  grade^  and  these  would  go  through  on  commission 
basis;  the  system^  in  other  words,  could  not  be  made  universaL  (2) 
The  inspection  at  the  consignor's  point  might  be  "easy"  and  at  the 
consignee's  point  "rigid."  This  would  lead  to  disputes  and  the  con* 
signer  claim  he  was  systematically  robbed;  local  pressure  at  the  two 
points  would  tend  to  result  in  just  such  easy  and  rigid  inspection;  the 
grades  would  have  to  be  drawn  with  great  exactness  and  the  inspec- 
tions at  the  two  points  closely  correlated;  besides^  the  produce  might 
shrink  or  vary  in  transit;  the  consignee^  fearing  the  inspection  would 
work  to  his  disadvantage^  might  resort  to  the  commission  method  in- 
stead— and  this  is  an  undesirable  reversion  of  present  tendencies^  by 
which  the  jobbing  method  is  supplanting  the  commission  method  in 
most  markets.  (8)  It  may  prove  impossible  or  inadvisable  to  establish 
uniform  grades;  there  are  local  variations  and  annual  variations;  and 
it  would  be  impossible  for  inspectors  to  be  versed  in  all ;  in  the  case  of 
the  present  cooperative  associations  it  is  different^  for  the  market 
representative  knows  well  the  produce  he  is  to  inspect.  (4)  The  pro- 
vision of  inspectors  at  all  points  of  production  would  be  obviously  im- 
possible; any  approach  to  it  would  be  very  expensive;  but  it  is  usu- 
ally the  small  and  scattered  shippers  who  are  at  the  greatest  disad- 
vantage and  need  most  the  defense  of  the  proposed  inspection. 

The  proposal  that  the  "demurrage  regulations  should  be  more  strin- 
gent in  order  to  put  a  stop  to  the  pernicious  practice  of  using  railway 
equipment  as  storagehouses/'  should  be  qualified.  The  proposal  prob- 
ably means  the  fixing  by  law  of  higher  horizontal  demurrage  rates^ 
which  would  prove  prohibitive  to  the  use  of  cars^  freight  warehouses^ 
or  docks  for  storage  purposes^  or  else  the  enactment  of  some  shorter 
maximum  period  for  unloading.  The  question  here  is  largely^  who 
should  provide  the  capital  to  handle  the  occasional  seasonable  exces- 
sive supplies  of  produce  at  the  market — ^the  railroads^  or  the  trade. 
If  the  trade  builds  storage  facilities  for  the  maximum  supply^  during 
most  of  the  year  they  will  in  part  stand  idle;  on  the  other  hand^  if  the 
railroad  builds  cars  sufficient  to  handle  the  maximum  supply^  during 
most  of  the  year  some  of  them  must  stand  idle.  It  seems  to  me  the 
demurrage  plan  should  be  elastic.  The  necessity  for  driving  cars  to 
their  maximum  utilization  is  occasional;  the  Food  Administration  con- 
tended with  such  occasion  last  winter.  But  during  the  larger  part  of 
the  year  this  necessity  does  not  exists  and  the  efficiency  of  the  trade 
may  be  promoted  by  an  elastic  demurrage  plan  whereby  cars  when 
not  needed  greatly  by  the  roads  may  be  utilised  for  storage  by  the 
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trade.  The  railroads^  by  pooling  their  cars  and  renting  cars  from 
other  companies^  can  give  some  elasticity;  but  the  possibility  of  im- 
posing high  demurrage  limitations  should  be  conferred  upon  the  rail- 
roads and  terminal  authorities^  in  case  there  should  arise  a  great  dearth 
of  cars  or  a  serious  congestion  of  terminals.  This  local  and  seasonable 
adaptation  is  more  logical  than  horiaontal,  universal^  decidedly  severe 
regulations. 

Professor  Gephart  believes  that  "it  might  be  possible,  through  a 
system  of  license  regulations  established  by  law  and  entrusted  to  the 
Federal  Trade  Commission,  to  effect  some  permanent,  desirable  re- 
forms in  controlling  unnecessary  resales,"  "with  a  view  of  preventing 
the  pyramiding  of  profits  and  consequently  the  enhancing  of  prices  to 
consumers."  This  proposal  rests  on  what  seems  to  me  a  premise  un- 
warranted by  facts.  A  priori,  pyramiding  of  profits  cannot  perma- 
nently exist  in  a  trade  which  is  highly  competitive,  as  is  the  produce 
business.  Certain  experts  of  the  trade  whom  I  have  consulted  tell  me 
that  although  occasional  instances  of  pyramiding  exist,  they  are  from 
necessity  but  temporary.  Under  the  Food  Administration  it  was  nec- 
essary to  limit  the  number  of  resales,  for  it  fixed  maximum  margins  for 
successive  handlers  and  fixed  the  price  to  the  consumer  equal  to  the 
sum  of  original  cost  plus  these  margins;  in  other  words,  it  provided 
for  exact  pyramiding  of  profits  if  the  market  was  strong  enough  to 
support  the  price.  Hence,  the  Food  Administration  divided  the  trade 
into  three  or  four  classes  and  forbade  resales  within  each  dass,  with 
certain  exceptions :  resales  between  dealers  of  the  same  class  but  living 
in  different  cities  were  less  restricted,  and  one  or  two  bona  fide  re- 
sales between  dealers  of  the  same  class  were  allowed  where  it  was 
reasonably  necessary.  In  actual  practice  produce  is  seldom  resold 
more  than  two  times  within  the  same  class  at  any  time,  and  the  re- 
striction was  largely  nominal  in  effect.  But  to  the  degree  it  did  inter- 
fere, it  had  little  warrant  for  existence  and  was  detrimental.  It  is 
wide  of  the  fact  to  suppose  that  producers  scattered  over  the  country 
know  at  the  time  they  consign  their  produce  to  a  market  that  that 
market  and  consignee  are  in  the  most  direct  line  to  the  ultimate  con- 
sumer, or  to  suppose  that  the  wholesale  receiver  or  jobber  has  such 
knowledge  of  his  customers'  wants  as  to  buy  just  enough,  no  more, 
no  less,  and  just  the  quality,  to  satisfy  them.  Resales  within  the 
trade  are  altogether  logical  and  economical,  and,  as  I  see  it,  the  proper 
parties  to  decide  this  matter  are  the  dealers  who  buy  from  those  ship- 
pers and  sell  to  those  customers  and  who  live  by  serving  both  well, 
rather  than  some  outside  *  organised  interference  that  is  trying  to 
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shove  the  trade  into  a  strait- jacket.  I  am  opposed  to  any  limitation 
by  law  or  regulation  on  the  namber  of  resales^  for  I  do  not  believe 
pyramiding  of  profits  exists^  nor  do  I  believe  that  the  more  direct  move- 
ment of  produce  from  producer  to  consumer  is  necessarily  the  more 
economical. 

H.  R.  TosDAL. — I  am  in  essential  agreement  with  Frofessor  Gep- 
hart's  paper^  especially  with  regard  to  the  necessity  for  securing  ade- 
quate grading  and  inspection  facilities^  but  his  fifth  conclusion^  relative 
to  the  need  of  a  new  Fair  Trade  act^  is  of  particular  interest. 

We  are  constantly  experiencing  the  difficulty  of  defining  what  does 
and  what  does  not  constitute  fair  trade;  and^  in  this  connection^  one 
of  the  most  perplexing  problems  is  that  concerning  price  cuttings 
There  has  been  much  agitation  with  respect  to  price  cutting  upon 
identified  goods^  but  price  cutting  is  also  important  with  unidentified 
goods  (unbranded  goods)  which  are  not  affected  by  acts  which  have 
been  presented  to  Congress.  Of  course^  perishable  products^  semi- 
manufactured articles^  fully-manufactured  articles^  or  combinations  of 
conmiodities  sold  under  competitive  contract--such  as  in  the  building 
trades — are  affected  by  a  species  of  price  cutting  which  results  in  in- 
stability of  the  market^  losses  of  contractors^  temptation  to  deteriora- 
tion of  quality^  and  eventually  in  a  larger  spread  between  producer's 
price  and  consumer's  price. 

The  remedy  for  such  price  cutting  in  unbranded  goods  as  is  un- 
desirable is  not  price  maintenance.  The  policy  of  price  maintenance 
may  be  applied  only  to  identified  goods  and  is  generally  unsound  even 
when  so  applied.  The  remedy  lies  in  a  definition  by  law  of  malicious 
price  cutting  and  an  extension  of  market  knowledge  among  producers^ 
middlemen^  and  consumers.  Much  harmful  price  cutting  is  not  mali- 
cious— merely  ignorant — and  the  extension  of  market  knowledge  ad- 
vocated by  Professor  Gephart  is  certainly  in  line  with  sound  progress. 

For  products  which  are  sold  in  great  volume  throughout  the  country 
it  may  be  feasible  to  have  government  systems  of  inspection  and  grad- 
ing^ of  collecting  and  disseminating  market  information.  Obviously 
such  a  plan  is  not  workable  in  most  lines  of  manufactured  goods^  be- 
cause it  would  require  an  unwieldy  organization. 

It  is  here  that  cooperation  among  competitors  can  be  practical  and 
effective.  Professor  Gephart  has  mentioned  the  willingness  of  groups 
of  dealers  and  producers  to  cooperate  with  the  Food  Administration. 
It  seems  to  me  that  one  of  the  permanent  intangible  influences  of  the 
war  will  be  the  development  of  greater  cooperation  among  business  men 
along  practical  lines^  and  undoubtedly  the  work  of  the  Food  Adminis- 
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tration  in  the  accepted  channels  of  trade  will  have  permanent  results 
in  this  direction.  With  adequate  definition  of  fair  and  unfair  trade 
practice^  with  an  increase  of  market  knowledge  so  that  facts  instead 
of  rumors  govern  transactions^  and  with  cooperation  where  cooperation 
is  beneficial^  greater  stability  of  markets  will  be  secured  and  smaller 
margins  will  be  necessary  in  order  to  give  fair  compensation  to  the 
factors  involved. 

£.  G.  NouRSB. — ^While  I  find  myself  in  hearty  agreement  with  many 
of  the  things  which  are  contained  in  Professor  Westerfield's  paper^  I 
must  confess  that  the  question  of  "rejections"  and  the  work  of  the 
Food  Administration  in  that  connection  appear  to  me  in  quite  a  differ- 
ent light  from  that  in  which  he  views  it.  It  may  be  true^  as  he  sug- 
gests^ that  in  actual  amount  not  over  one  per  cent  of  the  total  volume 
of  trade  is  involved  in  this  question.  It  would  be  my  own  feeling  that 
that  guess  is  somewhat  too  low^  but,  even  conceding  that  one  per  cent 
is  the  true  figure,  the  matter  still  is  one  which  is  important  out  of  all 
proportion  to  its  absolute  amount.  In  several  years  of  study  of  the 
marketing  of  perishables  I  have  found  this  to  be  one  of  the  most  seri- 
ous abuses,  one  which  the  members  of  the  trade  themselves  have  rec- 
ognized as  a  serious  demoralizing  factor  in  their  business^  and  from 
which  they  have  in  recent  years  been  striving  to  free  themselves  through 
the  action  of  various  trade  associations,  the  organization  of  local 
market  sentiment,  and  the  like.  However,  they  ivere  unable  to  do  this 
unaided,  but  when  the  Food  Administration  took  hold  of  the  problem 
substantial  progress  was  made  toward  its  solution.  In  many  quarters, 
members  of  the  trade  are  quite  frank  to  confess  that  they  had  tried  in 
vain  to  effect  this  needed  reform  from  within,  and  were  glad  when  a 
strong  outside  agency  introduced  the  element  of  authority  necessary  to 
get  control  of,  and  in  large  measure  to  eliminate,  the  bad  practice. 
It  may  be  that  this  ground  once  won  will  be  held  without  further  aid 
from  outside  the  private  market  organization,  although  personally  I 
feel  that  it  is  rather  unfortunate  that  the  regulations  of  the  Food 
Administration  in  this  direction  are  being  relaxed  so  soon.  At  all 
events,  we  should  give  the  Food  Administration  credit  for  having  seen 
promptly  and  taken  hold  courageously  of  one  of  the  most  serious 
problems  of  the  perishable  food  trade,  and  for  having  set  in  motion 
just  and  effective  measures  toward  remedying  the  condition. 

Furthermore,  I  do  not  feel  so  great  a  confidence  as  does  Professor 
Westerfield  in  the  power  of  cooperative  organization  to  cover  folly  the 
demand  for  market  inspection  and  to  remove  the  need  for  governmental 
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agencies  in  the  performing  of  this  function.  Great  as  is  the  work  done 
by  cooperative  associations  of  growers  toward  the  standardization  of 
their  products,  and  in  spite  of  their  probable  expansion  in  the  future, 
there  is  still  and  will  continue  to  be  a  large  field  for  government  in- 
spection. Even  in  the  case  of  those  goods  which  are  shipped  hy  grow- 
ers' cooperative  organisations  (and  a  large  proportion  are  not),  I  am 
by  no  means  certain  that  we  shall  see  universally  such  large-scale 
federation  of  local  growers'  associations  as  would  make  terminal  market 
inspection  by  their  own  agents  feasible.  And,  even  where  such  large 
organizations  are  possible,  there  will  still  be  disputes  which  need  to  be 
referred  to  some  inpartial  and  expert  agency  which  has  no  com- 
mercial connection  with  either  shipper  or  receiver. 

AH  this  involves  questions  too  large  to  go  into  here.  But  it  is  my 
opinion  that,  in  adjudicating  rejection  disputes  on  the  basis  of  official 
terminal  inspection,  the  Food  Administration  has  helpfully  extended 
a  line  of  work  already  well  begun  by  the  federal  Bureau  of  Markets. 
It  seems  to  me  pretty  certain  that  we  shall  need  permanently  in  our 
market  organization  a  government  inspection  service,  available  on  re- 
quest of  either  shipper  or  receiver.  This  is  a  logical  complement  of 
the  government  regulation  of  weights,  measures,  grades,  and  con- 
tainers; and  these  together  include  a  field  of  activity  which  cannot 
safely  be  left  to  private  agencies  of  control  any  more  than  can  the 
regulation  of  money  and  banking. 

L.  C.  Gray. — I  am  in  entire  agreement  with  Professor  Gephart's 
conclusions  that  the  Food  Administration  has  developed  a  number  of 
policies  which  should  be  incorporated  permanently  in  our  system  of 
marketing.  However,  I  do  not  believe  that  the  system  of  forbidding 
resales  within  the  trade  is  one  of  the  policies  that  should  be  continued. 
As  I  understand  this  policy,  it  was  developed  as  a  necessary  supple- 
ment to  the  policy  of  regulating  dealers'  margins.  If  margins  are  defi- 
nitely fixed,  it  is  obviously  necessary  to  prevent  the  evasion  of  the 
regulation  by  making  resales  among,  the  same  grade  of  middlemen. 
That  the  policy  was  essentially  supplementary  in  nature  is  indicated 
by  the  number  of  exceptions  which  the  Administration  found  it  neces- 
sary to  make.  In  fact,  the  Food  Administration  recognizes  five  cases 
in  which  resales  will  be  allowed.  The  nature  of  these  cases  indicates 
the  impracticability  of  imposing  the  policy  of  prohibiting  resales  ex- 
cept as  a  policy  supplementary  to  the  regulation  in  margins.  It  h  my 
belief  that  competition  will  prevent  resales  from  becoming  regularly 
an  additional  diarge  on  the  industry  except  where  resale  involves  a 
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regular  marketing  function  that  it  is  impossible  for  competition  to 
eliminate. 

Guy  C.  Smith. — Dr.  Carver  has  asked  the  question  whether  the 
Food  Administration  officials  have  made  use  of  the  inspection  service 
of  the  United  States  Bureau  of  Markets.  In  reply^  I  would  say,  so  far 
as  Connecticut  is  concerned^  the  Federal  Food  Administration  has 
made  quite  extensive  use  of  that  service  in  the  markets  of  that  state. 
Dr.  Westerfield  has  stated  that  government  inspection  does  not  appear 
to  him  to  be  especially  desirable  because  he  thinks  that  not  more  than 
1  per  cent  of  the  produce  shipments  are  rejected  by  the  receiver.  Ad- 
mitting that  this  percentage  figure  is  correct^  it,  nevertheless^  has  a 
significance  out  of  all  proportion  to  that  which  would  be  indicated  by 
its  sizcj  because  the  knowledge  that  even  a  small  number  of  rejections 
are  made  does  have  a  widespread  effect  upon  shippers.  Dr.  Wester- 
field further  states  that  with  the  development  of  cooperative  associa- 
tions the  inspection  service  very  properly  could  and  should  be  furnished 
by  them.  The  fact  of  the  matter  is^  however^  that  at  the  present  time 
only  a  representatively  small  percentage  of  the  produce  of  the  United 
States  is  sold  through  cooperative  associations^  and  it  will  be  a  long 
time  before  that  situation  is  materially  changed.  Therefore,  to  rely  on 
an  inspection  service  established  by  cooperative  associations  would 
simply  be  to  delay  that  work  for  a  great  many  years.  It  is  the  small 
individual  shipper  who  most  needs  the  protection  of  an  inspection 
service,  and  the  large  percentage  of  producers  in  the  United  States 
fall  in  this  class.  It  therefore  seems  to  me  that  it  is  a  very  proper 
and  valuable  function  which  can  be  performed  by  the  Bureau  of  Mar- 
kets along  this  line. 

Paul  D.  Converse. — Speculation  in  foods  prior  to  November, 
1917,  was  much  more  prevalent  than  many  of  us  believed.  The  regu- 
lations of  the  Food  Administration  concerning  speculation  seem  to  have 
been  well  observed.  Wholesalers  and  brokers  in  the  New  York  market 
state  that  speculative  buying  and  selling  in  that  market  was  almost 
entirely  stopped  by  the  rules  of  the  Food  Administration.  Dealers  in 
certain  lines  whose  business  was  largely  speculative  have  been  almost 
idle,  while  firms  whose  business  was  only  partly  speculative  have  had 
their  operations  greatly  reduced.  The  effect  of  the  Food  Administra- 
tion's rules  was  to  stabilize  prices  and  retard  further  advances  dur- 
ing this  critical  period. 


THE  WAR  AND  THE  SUPPLY  OF  CAPITAL 

By  David  Feiday 
New  York  University 

By  the  end  of  the  year  1916  it  had  become  evident  that  the 
prophecies  of  economists  and  bankers  concerning  the  effect  of  the 
European  war  upon  the  rate  of  interest  in  America  had  miscar- 
ried, despite  the  fact  that  these  prophecies  were  all  in  strict  ac- 
cordance with  orthodox  economic  reasoning.  It  had  seemed  per- 
fectly clear  that  since  the  rate  of  interest  was  a  price,  and  was 
therefore  governed  by  supply  and  demand,  it  would  rise.  For  the 
supply  of  capital  which  we  had  been  receiving  from  Europe  was 
sure  to  be  cut  off.  Europe  was  certain  to  make  a  demand  upon 
us  for  some  of  the  capital  which  she  had  loaned  us  in  past  decades 
by  throwing  American  securities  upon  our  market  at  a  price  which 
would  tempt  capital  abroad.  She  would  also  try  to  borrow 
through  the  flotation  of  government  bonds,  but  these  we  rather 
thought  would  not  find  a  ready  market  in  a  country  so  little  ad- 
dicted to  saving  and  investment  as  America.  The  consequence 
would  be  a  rise  in  the  rate  of  interest,  brought  on  by  this  check- 
ing of  supply  and  the  increase  in  demand. 

Certainly  one  never  felt  himself  upon  safer  and  saner  ground 
than  when  prophesying  after  this  manner  in  the  class-room,  on 
the  platform,  or  in  the  press,  and  yet  it  did  not  come  to  pass.  Our 
supply  was  cut  off,  of  course.  By  the  resale  of  American  securi- 
ties and  gold  and  by  the  flotation  of  government  loans  during 
1915  and  1916  Europe  was  more  successful  in  demanding  and  ob- 
taining capital  here  than  either  she  or  we  had  thought  possible. 
Between  five  and  six  billion  dollars  of  capital  were  drawn  from 
this  country  during  those  two  years.  In  addition  to  this  export 
demand  for  our  capital  we  were  expanding  our  plants  at  an  un- 
precedented rate  in  our  own  country.  All  expectations  of  an  in- 
creased demand  for  capital  in  the  United  States  were  therefore 
realized  two  or  three  times  over.  But  at  the  end  of  1916  the  rates 
for  both  short-time  bank  loans  and  long-time  investment  loans 
were  still  low. 

The  obvious  explanation  of  the  failure  of  our  prophecy  would 
seem  to  be  that  the  supply  of  capital  had  increased  in  such  manner 
as  to  remain  equal  to  the  demand  at  a  low  rate  of  interest.  The 
term  supply  of  capital,  as  here  used,  refers  to  the  excess  of  our 
production  over  our  consumption ;  this  excess  constitutes  our  na- 
tional savings,  although  one  hesitates  somewhat  to  use  the  latter 
term  in  this   connection.     Savings  connote  abstinence,  and  the 
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most  careful  observer  of  American  life  could  hardly  have  found 
any  increase  in  abstinence  to  explain  the  increased  volume  of  sav- 
ings. The  reasons  for  the  increase  are  to  be  founds  not  in  **the 
expression  of  our  indomitable  national  spirit  through  self-abnega- 
tion," but  in  the  incidence  of  the  institution  of  war  upon  our 
industrial  institutions  and  processes.  The  increase  in  capital 
was  largely  unconscious  so  far  as  any  general  realization  of  its 
occurrence  was  concerned;  it  was  costless,  also,  in  the  sense  that 
it  involved  no  lowering  of  the  standard  of  living  such  as  is  con- 
noted by  the  term  "abstinence." 

This  hypothesis  concerning  the  effect  of  the  war  upon  savings  is 
supported  by  the  astounding  feats  of  war  finance  which  this  coun- 
try has  been  able  to  accomplish.  During  the  summer  and  autumn 
of  1917  our  economists  and  bankers  were  alarmed  at  the  sums 
named  by  government  officials  as  necessary  to  carry  on  the  war. 
Fifteen  billion  dollars  seemed  to  them  an  impossible  figure,  in  view 
of  the  fact  that  only  goods  and  services  which  represented  an  ex- 
cess of  production  over  consiunption  were  available  for  carrying 
on  the  war.  Two  to  three  billion  dollars  was  a  figure  commonly 
named  by  authorities  as  representing  the  normal  savings  of  the 
United  States ;  to  multiply  this  by  five  seemed  a  Herculean  task,  to 
be  accomplished  only  at  a  sacrifice  comparable  to  that  of  the 
European  peoples.  But  the  war  has  been  financed  with  only  a 
slight  decline  in  the  state  of  well-being  of  the  middle  and  upper 
classes,  and  with  no  decline  in  that  of  the  great  mass  of  laborers. 
It  is  no  valid  objection  to  this  to  say  that  this  was  done  by  infla- 
tion. The  United  States  has  furnished  a  large  quantity  of  goods 
and  services  to  the  Allies  as  well  as  to  its  own  government  for  the 
prosecution  of  the  war.  These  represent  production  in  excess  of 
civilian  consumption;  they  are  savings,  and  give  color  to  the 
hypothesis  that  the  supply  of  capital  had  increased  enormously  at 
the  time  of  our  entrance  into  the  war,  and  that  it  was  this  fact 
which  made  possible  our  feats  in  war  finance. 

The  hypothesis  here  set  forth  concerning  the  supply  of  capital 
was  first  formulated  in  December,  1916.  The  statistical  material 
which  was  then  compiled,  and  that  which  has  since  become  available, 
warrant  the  conclusion  that  the  excess  of  production  over  con- 
sumption in  the  United  States  has  been  approximately  as  follows: 

Table  I 

1913 $6,500,000,000 

1915 9,000,000,000 

1916 14,500,000,000 

1917 18,000,000,000 

1918 99,000,000,000 
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The  field  of  capital  accumulation  has  long  been  one  of  the  dark- 
est portions  of  economic  statistical  knowledge.  There  are  no 
figures  compiled  which  purport  to  show  the  addition  to  the  wealth 
of  the  nation  through  savings.  To  get  some  quantitative  expres- 
sion of  saving  it  is  necessary,  therefore,  to  utilize  figures  gathered 
for  other  purposes  by  various  private  and  other  agencies,  and  to 
interpret  the  data  there  presented  in  such  manner  as  to  throw 
light  upon  the  hypothesis  here  under  consideration. 

The  addition  to  the  wealth  of  the  nation  through  savings  in  the 
period  previous  to  the  European  War  was  determined  by  com- 
paring the  wealth  of  the  United  States  in  1912  with  a  similar  in- 
ventory for  1904,  as  shown  by  the  census  volume  on  "Wealth, 
Debt,  and  Taxation,"  1918.  In  comparing  these  two  inventories 
to  determine  the  amount  added  by  production  during  this  period, 
it  was  necessary  to  eliminate  increases  due  to  price  changes  and 
to  the  increased  value  of  land.  After  determining  the  increase, 
the  amount  was  distributed  among  the  various  years  on  the  as- 
sumption that  the  increase  was  progressive,  and  a  like  increase 
was  assumed  for  1918. 

Table  II. — Estimates  of  Capital  Wealth  iir  the  Ukited  States,  1919  akd  1904 

(Data  from  Bureau  of  the  Censm:  "Wealth,  Debt  and  Taxation/'  V.  I,  p.  fSl) 

(In  millions  of  dollars) 


Item 

Real  Estate   

Liye  stock,  farm  implements 

Manufacturing,  railroads,  and  public  utilities 

Gold  and  silver 

All  other   

Total   


1919 


110,676 
7,607 

89,505 
9,617 

34,834 


187,789 


1904 


69,841 
4,919 

19,388 
1,999 

18,469 


107,104 


Increase 


48,335 

9,688 

13,199 

618 

15,879 


80,685 


According  to  the  above  figures  the  wealth  of  this  country  other 
than  real  estate  increased  by  $32,000,000,000  during  the  eight 
years  1904-12,  or  an  average  of  $4,000,000,000  per  annum.  Real 
estate  increased  $48,000,000,000,  or  about  $6,000,000,000  per 
annum.  Much  of  the  increase  in  the  money  value  of  real  estate 
does  not  represent  savings,  but  is  the  result  of  a  rise  in  land  values 
brought  about  by  increased  population  and  industrial  activity  in 
the  community.  The  building  permits  issued  in  the  larger  cities 
give  some  evidence  of  investment  in  new  buildings.  This  amounted 
in  1918  to  about  $1,000,000,000  for  S7S  large  urban  communi- 
ties.   Besides  these  improvements  in  the  real  estate  of  large  cities 
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there  were  large  Inyestments  in  towns  and  villages,  and  in  farm 
improvements  such  as  draining,  clearing,  fence  and  road  building, 
and  orchard  planting  and  cultivation.  An  examination  of  the 
real  estate  assessments  of  twenty-four  states  which  separate  im- 
provements on  real  estate  from  land  values  shows  that  improve- 
ments constitute  approximately  40  per  cent  of  the  land  values. 
This  group  includes  such  diverse  communities  as  Arizona  and 
Idaho  on  the  one  hand,  and  Greater  New  York  on  the  other.  The 
total  assessed  value  of  these  twenty-four  states  is  over  $32,000,- 
000,000 ;  the  total  exclusive  of  New  York  City  is  $24,000,000,000. 
It  has  therefore  been  assumed  that  40  per  cent  of  the  increase  in 
real  estate  values  during  the  period  1904-12  was  to  be  ascribed  to 
improvements.  The  average  annual  increase  in  the  value  of  real 
estate  improvements  was  therefore,  $2,400,000,000.  This,  added 
to  the  increase  of  $4,000,000,000  per  annum  in  other  wealth, 
gives  a  total  of  $6,400,000,000  as  the  increase  in  produced  wealth 
per  annum  for  the  period. 

Of  this  increase  about  $1,000,000,000  is  due  to  a  rise  in  the 
price  level,  and  not  to  additional  wealth  production  and  saving. 
This  leaves  $5,400,000,000  as  the  average  annual  supply  of  capi- 
tal for  the  period;  but  the  increase  during  the  years  just  before 
the  war  was  more  rapid,  and  undoubtedly  reached  the  figure  of 
$6,600,000,000  given  above.  This  estimate  is  below  the  estimate 
of  $7,500,000,000  made  by  George  E.  Roberts  of  the  National 
City  Bank.^  He,  however,  makes  no  deduction  for  the  increase  in 
the  price  level  from  1904  to  1912.  It  is  also  slightly  under  the 
estimate  of  Sir  George  Paish  which  appeared  in  the  London  Statist 
May  28,  1914.  He  places  the  annual  growth  of  wealth  in  the 
United  States  at  £1,400,000,000. 

With  this  figure  as  a  starting  point  the  next  problem  is  to  dis- 
cover some  method  of  arriving  at  the  increase  in  savings  for  sub- 
sequent years.  The  securities  absorbed  by  investors  of  the  nation 
furnish  an  approximation  to  the  volume  of  savings  of  the  nation. 
The  following  table  shows  the  available  statistics  concerning  se- 
curities issued  and  marketed,  together  with  gold  and  securities 
repurchased  from  abroad  during  the  period  191S-18.  The  amount 
increased  from  $2,053,000,000  in  1918  to  $6,563,000,000  in  1916 
and  $14,010,000,000  in  1918.  It  takes  no  cognizance,  however, 
of  the  corporate  securities  not  listed  by  the  Journal  of  Commerce. 
That  these  are  considerable  in  volume  becomes  clear  when  we  com- 

^AnnaU  of  the  American  Academy  of  Political  and  Social  Science,  No- 
vember, 1916. 
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pare  the  Journal  of  Commerce  figures  with  the  actual  increase  in 
capital  obligations  outstanding  for  all  corporations.  The  total 
capital  stock  and  bonded  and  other  indebtedness  outstanding  for 
all  corporations  in^  the  United  States  for  the  years  1910-18  are 
available  in  the  reports  of  the  Commissioner  of  Internal  Revenue. 
During  this  period  the  increase  for  all  corporations  reported  was 
$179501,954,000.  The  Journal  of  Commerce  reports  the  new  se- 
curities issued  in  the  same  period  as  $7,157,084,000.  It  is  evi- 
dent that  even  allowing  for  the  refundings  in  the  Journal  of  Comr- 
merce  figures  and  the  discounts  in  the  total  figures  there  is  a  con- 
siderable volume  of  corporate  securities  of  which  the  available 
statistics  take  no  cognizance.  It  seems  reasonable  to  put  this  at 
a  minimum  of  $1,000,000,000  per  annum  for  ordinary  ^ears, 
while  in  a  year  of  great  activity  in  corporate  financing  like  1916 
it  no  doubt  ran  as  high  as  $1,500,000,000.  During  1918  it  has 
been  reduced  materially.  If  these  estimates  are  added  to  the  sub- 
total which  shows  the  published  figures,  we  arrive  at  a  grand  total 
of  $8,058,000,000  for  1918;  $7,568,000,000  for  1916;  and  $14,- 
510,000,000  for  1918. 

Table  III. — Capital  Ikcreabe  shown  bt  IxyESTMEKn  duriko  1913  A2n>  1915-18 

(In  millions  of  dollars) 


Item 


1913 


1915 


1916 


1917 


1918 


Industrial  and  railroad  securi- 
ties*     

Government  securities 

Foreign  

United  States 

State  and  municipal  bonds** . . . 

Gold  and  securities  repurchased 

from  abroad  

Sub-total    

Other  securities,  less  deductions 
for  refunding  and  for  discount 

Total  


1,645 
'408 


9 

1,435 

1,975 

498 

1,300 


9 

2,196 

1,881 

496 


$ 

1,539 

805 

5,838 

445 

700 


9 

1,345 

640 

11,760 

965 


9,058 
1,000 


4,503 
1,000 


6,068 
1,500 


9,319 
1,000 


14,010 
500 


3,058 


5,503 


7,563 


10,319 


14,510 


*lleported  by  the  Journal  of  Commerce, 
** Reported  by  the  Bond  Buyer. 

While  this  table  no  doubt  proves  that  there  has  been  a  large 
increase  in  the  volume  of  savings  in  this  country  since  the  out- 
break of  the  European  War,  it  cannot  be  taken  as  a  safe  index 
either  of  the  total  volume  or  of  the  relative  savings  of  the  differ- 
ent years.  Only  about  one-half  of  the  capital  accumulations  of 
this  country  come  to  the  investment  market  within  a  normal  year. 
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During  1917  and  1918  this  ratio  was  increased  by  the  necessities 
of  war  finance. 

Two  of  the  principal  sources  of  capital  accumulation  in  America 
are  industrial  and  agricultural  profit.  The  failure  to  realize  this 
fact  is  probably  responsible  for  the  derogation  in  which  we  have 
held  ourselves  in  this  matter  of  savings.  The  volume  of  savings 
in  the  United  States  as  compared  with  other  countries  has  usu- 
ally been  underestimated,  partly  because  of  the  slight  attention 
given  to  certain  sources  of  accumulation  and  partly  because  of  a 
failure  to  distinguish  between  accumulation  and  investment. 

In  such  a  country  as  France,  for  example,  a  much  larger  pro- 
portion of  the  annual  accumulations  pass  through  the  investment 
market  than  in  the  United  States.  France  is  less  industrialized 
than  the  United  States;  the  corporate  form  of  business 'organiza^ 
tion  is  less  common ;  and  there  are  fewer  opportunities  within  the 
country  calling  for  capital.  The  consequence  is  that  saving  is 
likely  to  take  the  form  of  an  investment  through  the  purchase  of 
securities,  and  quite  likely  of  foreign  securities.  Such  saving  be- 
comes evident  and  lends  itself  readily  to  statistical  measurement. 
But  a  comparison  of  annual  savings  based  upon  the  sale  of  securi- 
ties to  investors  would  be  valid  only  if  the  same  proportion  of  sav- 
ings in  France  and  the  United  States  were  put  into  securities. 
There  is  in  France  nothing  to  correspond  to  the  great  volume  of 
^^corporate  savings"^  annually  accumulated  in  the  United  States. 
The  additions  to  corporate  surplus  do  not  normally  pass  through 
the  security  market  and  so  commonly  attract  little  attention,  but 
they  are  none  the  less  real.  The  railroads  and  industrial  con- 
cerns in  the  United  States  have  grown  at  a  rapid  rate,  and  in  re- 
cent years  they  have  added  largely  to  the  capital  accumulations 
of  the  country  through  their  additions  to  surplus. 

The  other  institution  which  contributes  largely  to  our  capital 
accumulation  without,  in  normal  times,  adding  materially  to  the 
demand  for  securities  is  the  American  farm.  The  machine  char- 
acter of  American  farming,  with  its  large  use  of  capital  per  man 
and  its  rapid  development,  has  called  for  capital  accumulation; 
and  the  larger  part  of  the  savings  which  have  gone  into  farm  im- 
provements has  been  made  on  the  farm  itself. 

An  examination  of  corporate  savings  shows  a  striking  increase 

2  "Corporate  savings"  is  that  portion  of  the  corporate  net  earnings  not  dis- 
tributed to  the  shareholders  as  dividends.  The  term  is  familiar  to  all  stu- 
dents and  colleagues  of  Professor  Henry  C  Adams  of  tha  University  of 
Michigan,  who  has  for  many  years  insisted  upon  the  importance  of  the  cor* 
porate  institution  as  an  instrument  of  capital  accumulation. 
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in  this  f on^  of  capital  accumulation ;  only  a  small  portion  of  these 
savings  ever  came  on  the  investment  market.  The  expansion  of 
American  industrial  plant  proceeded  at  an  unprecedented  rate 
during  1916,  1916,  and  1917,  and  the  natural  investment  for  the 
savings  of  the  business  enterprise  was  in  extensions  to  its  own 
plant  and  working  capital.  The  following  table  shows  the  large 
increase  in  savings  of  corporations. 

Table  IV.— Corporate  Ikcome,  DivnneKDSy  akd  Surplus  1918-18 

(In  millions  of  dollars) 


Year 

Net  Income 

Dividends 

Surplus  before 
Taxes 

$ 

$ 

$ 

1911 

8^18 

9^6 

988 

1919 

3,883 

9,498 

1,334 

1913 

4340 

9,871 

1,469 

1914 

3,711 

9,667 

1,044 

1915 

5,184 

9,766 

9,418 

1916 

8,766 

3,784 

4,989 

1917 

10,500» 

4,500 

6,000 

1918 

9,500» 

4,100 

5,400 

*  Estimated. 

The  investigation  into  corporate  savings  took  as  a  point  of  de- 
parture the  net  income  of  all  corporations  reported  to  the  Com- 
missioner of  Internal  Revenue  for  purposes  of  income  and  excess- 
profits  taxes.  These  figures  are  available  for  the  years  1910-13 
inclusive  in  the  Commissioner's  report  for  the  fiscal  years  1911- 
14.  For  the  years  1914  and  1915  the  Commissioner  of  Internal 
Revenue  published  only  figures  for  taxes  assessed  and  collected, 
but  from  these  figures  the  amount  of  earnings  upon  which  the  tax 
was  based  can  be  estimated  with  substantial  accuracy.  In  1916 
the  net  income  figures  were  once  more  published  in  ^^Statistics  of 
Income."  The  figures  for  1917  are  estimated  by  using  the  returns 
published  in  the  volume  entitled  Corporate  EamingSy  which  was 
prepared  in  compliance  with  the  Borah  resolution ;  and  by  a  study 
of  the  published  returns  of  corporations.  The  figures  of  net  in- 
come for  1918  can  hardly  be  said  to  be  anything  more  than  an 
intelligent  forecast  based  on  a  study  of  price  movements  and  the 
quarterly  reports  of  corporations. 

The  striking  feature  of  these  figures  of  net  income  is  their 
enormous  increase  after  the  outbreak  of  the  war.  They  express 
the  increase  in  production  which  was  stimulated  by  the  European 
demand  for  our  products,  and  the  more  rapid  advance  in  the  price 
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of  products  as  compared  with  the  prices  of  labor  and  materials. 

In  the  report  of  the  Commissioner  of  Internal  Revenue  the 

corporations  are  divided  into  five  classes  for  the  years  1910  to 

1915.  For  1914  and  1915  no  figures  of  income  are  given,  but  the 
total  may  be  computed  from  the  taxes  collected.  In  1916  cor- 
porate net  income  is  reported  in  ^^Statistics  of  Income"  in  eighteen 
main  groups.  These  are  so  arranged,  however,  that  they  can  be 
combined  into  five  groups  corresponding  to  the  earlier  classifica- 
tion. The  net  income  of  these  different  classes  increased  at  vary- 
ing rates  and  the  percentage  paid  in  dividends  by  each  class  varied 
widely.  It  was  necessary  therefore  to  divide  the  total  net  income 
for  1914  and  1915  into  classes  and  to  regroup  the  net  income  for 

1916.  The  following  table  shows  the  net  income  of  all  corpora- 
tions by  classes  for  the  years  1911-18. 

Table  V. — Net  Income  of  au.  Coepoiatiokb  ik  the  Ukited  States,  1911-18 

(In  millions  of  dollars) 


Class 

1911 

1919 

1913 

1914 

1915 

1916 

i9n** 

1918** 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

Financial 

457 

483 

439 

435* 

480* 

538 

680 

600 

Public  Service. 

806 

930 

1,003 

850* 

900* 

1,541 

1,550 

1,300 

Industrial    .... 

1^10 

1,670 

3,037 

1,591* 

3,790* 

5,037 

6,500 

5,900 

Mercantile    . . . 

863 

433 

478 

440* 

573* 

465 

730 

700 

Miscellaneous  . 

377 

837 

898 

405* 

493* 

1,305 

1,100 

1,100 

Total    .... 

3,313 

3,833 

4,340 

3,711 

5,184 

8,766 

10,500 

9^600 

*  Estimated  as  to  distribution  into  classes 
**  Estimated 

The  next  step  was  to  determine  the  amount  of  the  net  income 
distributed  as  dividends  by  classes  and  years,  and  the  amoimt 
which  was  retained  as  surplus.  This  was  done  by  taking  samples 
of  the  various  classes  of  corporations  and  determining  from  their 
published  data  the  percentage  of  dividends  to  net  income  and  the 
percentage  retained  as  surplus.  In  order  to  determine  these  items 
a  study  was  made  of  the  reports  of  national  banks  as  published 
in  the  reports  of  the  Comptroller  of  the  Currency;  of  the  sta* 
tistics  of  state  banks ;  of  life  insurance  companies ;  the  reports  of 
railroads  to  the  Interstate  Commerce  Commission;  the  reports  of 
the  more  important  public  utility  companies  to  the  state  commis- 
sions and  in  the  standard  manuals ;  and  of  S62  industrial  corpora* 
tions  whose  net  income  totaled  $1,883,0009000  for  the  year  1916. 
The  next  tables  show  the  results  of  this  investigation  when  ap* 
plied  to  the  figures  of  net  income  in  the  table  above. 
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Table  VI. — Estimated  Diyidends  Paid  mr  all  Corporatioks  ik  the  Ukited 

States  1911-18 
(In  millions  of  dollars) 


Class 

1911 

1913 

1918 

1914 

1915 

1916 

1917 

1918 

Financial   

Public  Service.. 

Industrial    

Mercantile 

Miscellaneous  .. 

$ 

843 

609 

873 

307 

194 

$ 

373 
717 
1,003 
311 
196 

$ 

319 
698 
1,378 
343 
388 

$ 

335 
730 
1,180 
335 
197 

$ 

311 
665 
1,375 
369 
346 

$ 
370 

848 

1,760 

309 

603 

$ 
430 

840 

3,330 

400 

610 

$ 

400 
700 
3,000 
400 
600 

Total    

3,335 

3,498 

3,871 

3,667 

3,766 

8,784 

4,500 

4,100 

Table  VII. — Estimated  Surplus  Reikvested  by  all  Corporatioks  in  the  UimsD 

States  1911-18 
(In  millions  of  dollars) 


Class 

1911 

1913 

1913 

1914 

1915 

1916 

1917 

1918 

9 

9 

9 

$ 

9 

9 

9 

9 

Financial    

115 

110 

130 

90 

119 

158 

310* 

300* 

Public  Service. 

197 

313 

310 

130 

335 

698 

710* 

500* 

Industrial    .... 

'437 

668 

649 

411 

1,515 

3,368 

4,370* 

8,900* 

Mercantile   .... 

156 

313 

330 

315 

803 

356 

330* 

800* 

Miscellaneous  . 

83 

131 

160 

308 

346 

603 

490* 

500* 

Total 

988 

1,834 

1,469 

1,044 

3,418 

4,983 

6,000* 

5,400* 

*  Before  deducting  corporation  and  excess-profits  taxes. 

The  increase  in  net  income  of  corporations  for  1916  over  for- 
mer years  is  striking;  but  the  increase  in  surplus  for  this  year 
over  former  ones  is  much  more  so.  The  Class  1  and  2  railroads 
invested  approximately  $320,000,000  as  surplus  in  the  year  ended 
June  80,  1916,  as  against  an  average  of  less  than  $84,000,000 
for  the  eight  years  previous.  A  group  of  eighty-five  public  utility 
corporations  whose  surplus  averaged  $50,000,000  for  the  period 
1911-14  retained  $71,000,000  as  surplus  in  1916  and  $109,000,- 
000  in  1916. 

Just  as  the  most  striking  increase  in  net  income  occurred  in  the 
industrial  group,  consisting  of  mining  and  manufacturing  corpo- 
rations, so  the  largest  increase  in  surplus  occurred  in  these  cor- 
porations. The  published  reports  of  862  industrial  corporations 
showed  that  they  earned,  after  paying  interest  and  taxes,  $900,- 
000,000  in  1915,  of  which  they  retained  $497,000,000,  or  56  per 
cent,  as  surplus.  In  1916  these  same  corporations  earned  $1,888,- 
000,000  and  retained  $1,219,000,000,  or  65  per  cent,  as  surplus. 
In  1917  earnings  were  $2,316,000,000  and  surplus  was  $1,586,- 
000,000  before  deducting  taxes.  The  figures  of  only  224  of  these 
corporations  are  available  over  the  entire  period  1911-17.  These 
are  set  forth  in  the  table  below,  and  show  that  during  the  years 
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1911-14  these  corporations  retained  only  S8  per  cent  of  a  much 
smaller  income. 

Tabli  VIII. — STATuncfl  OF  Ikoomb,  Dividekds,  and  Suhplus  for  934  Ikdubikzax. 

COBPORATIOKB 

(In  millions  of  dollars) 


Year 

Net  income 

Dividends 

Surplus 

Per  cent  surplus  to 
net  income 

9 

$ 

$ 

$ 

1911 

481 

887 

144 

833 

1919 

487 

999 

188 

39.1 

1918 

607 

898 

179 

85.3 

1914 

881 

995 

86 

99JI 

1915 

664 

397 

837 

50.9 

1916 

1,364 

596 

838 

61.4 

1917 

1,750 

600 

1,150 

65.7 

When  the  facts  concerning  corporate  savings  are  taken  into 
consideration,  it  becomes  clear  that  no  accurate  statement  of  the 
volume  of  savings  or  comparison  of  the  different  years  can  be  made 
without  including  corporate  surplus.  In  1917  and  1918  a  con- 
siderable portion  of  these  corporate  savings  was  paid  as  taxes. 
The  same  is  true  of  a  portion  of  the  savings  of  individuals.  In 
order  to  make  a  complete  statement  of  the  savings  of  these  years 
it  is  therefore  necessary  to  add  the  war  taxes  paid  or  reserved. 
The  following  table  is  a  more  nearly  accurate  presentation  of  the 
savings  of  the  various  years  than  the  table  of  investments  pre- 
viously given. 

Tablb  IX. — Cafitai.  Ikcmsasb  Showk  bt  IvTEmnaum^  Surplus,  autd  War 

Tax  Rbsbrvbs  Duuko  1913  akd  1915-18 
(In  millions  of  dollars) 


Item 


1913 


1915 


1916 


1917 


1918 


Industrial  and  railroad  securities*.. 
Other  securities,  less  deductions  for 

refunding  and  for  discount 

Government  securities 

Foreign  

United  States  

State  and  municipal  bonds** 

Corporate  surplus  after  taxes 

Gold  and  securities  repurchased  from 

abroad  

War  taxes  paid  or  reserved 


$ 

1,645 

1,000 


408 
1,469 


$ 

1,435 

1,000 

1,975 

498 
9,418 

1,300 


$ 
3,186 

1,500 

1,381 

496 
4^89 

9,000 


1,599 

1,000 

805 

5,833 

445 

'4,500 

700 
8,000 


Total 


4,593 


7,931 


13,545 


17,813 


$ 
1,345 

500 

640 

11,760 

365 

3,000 


5,000 


31,510 


*  Reported  by  the  Journal  of  Camm^re^ 
**  Reported  by  the  Bond  Buy^r 


War  cmd  the  Supply  of  Capitat  89 

These  figures  are  a  pretty  accurate  index  of  the  increase  in  sav- 
ingis  during  1915  and  1916.  They  probably  overstate  the  increase 
between  1916  and  1917  to  some  extent.  After  we  entered  the  war 
there  was  considerable  investment  of  corporate  surplus  in  govern- 
ment securities.  There  is  therefore  some  duplication  in  the  figures 
above.  There  was  also  some  purchasing  of  securities  with  bank 
loans ;  Hon.  A.  C.  Miller  of  the  Federal  Reserve  Board  estimates 
that  the  banks  own  or  hold  as  collateral  five  billion  dollars  of  gov- 
ernment securities.  It  must  also  be  taken  into  account  that  the 
corporate  surplus  is  expressed  in  terms  of  money,  and  in  times  of 
rising  prices  and  increased  inventories  the  surplus  does  not  repre- 
sent a  commensurate  excess  of  physical  production  over  consump- 
tion. These  three  items  may  amount  to  as  much  as  seven  billion 
dollars  in  1917  and  1918.  If  we  deduct,  therefore,  three  and  one- 
half  billion  dollars  from  the  figures  shown  in  the  table  for  both 
1917  and  1918,  the  remaining  totals  will  be  as  follows : 

Tablx  X 

1918 $4^92 

1915 7^1 

1916 W,545 

1917 14313 

1918 18,000 

No  allowance  is  included  in  the  above  table  for  the  savings  of 
different  enterprises  not  under  the  corporate  form  of  organiza- 
tion. These  are  large,  and  no  doubt  increase  in  somewhat  the  same 
manner  as  corporate  savings.  There  is  not  much  mining  or  manu- 
facturing in  this  group,  but  the  great  mass  of  mercantile  and  pro- 
fessional activity  is  carried  on  under  the  private  or  copartnership 
form  of  organization. 

The  most  important  omission  from  the  table,,  however,  especially 
for  1917,  is  the  savings  of  farmers.  These  no  doubt  increased 
enormously  during  the  years  1917  and  1918.  In  1917  especially 
only  a  negligible  part  of  these  was  brought  to  the  investment 
market  by  the  farmers  themselves.  They  were  invested,  as  agri- 
cultural savings  normally  are,  in  the  extension  and  improvement 
of  farm  machinery,  live  stock,  and  furniture ;  or  in  the  discharge 
of  indebtedness  on  mortgages  or  of  obligations  to  banks  and  manu- 
facturers of  farm  machinery.  Agricultural  savings  depend  more 
largely  upon  the  value  of  farm  products  than  upon  any  other  single 
factor.  The  expenditures  of  rural  families  are  rather  constant, 
and  every  increase  in  the  value  of  their  product  constitutes  a  fund, 
a  large  part  of  which  is  saved.  The  following  table  gives  the 
value  of  farm  products  in  the  United  States  for  the  years  1911- 
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18,  and  shows  that  the  farmers  could  easily  make,  during  1917  and 
1918,  large  savings  without  any  additional  abstinence. 

Table  XI. — ^Value  of  Fabm  Products  1911-18,  Babed  ok  Pbices  at  the  Fabm 

(In  millions  of  doUars) 

1911 $8,819 

1912 9343 

1913 9349 

1914 9,895 

1915 10,775 

1916 13,406 

1917 19331 

1918 21386 

The  large  increase  in  the  value  of  farm  products  is  due  both  to 
an  extraordinary  rise  in  prices  and  to  an  increased  output.  The 
production  statistics  show  that  all  the  important  farm  crops  ex- 
cept wheat  and  cotton  were  approximately  30  per  cent  larger  on 
the  average  in  1917  than  in  191S,  and  20  per  cent  larger  than  in 
1916.  While  wheat  and  cotton  decreased  somewhat,  the  prices 
were  so  much  higher  than  in  former  years  as  to  practically  double 
the  farmer's  return  from  these  crops. 

The  increase  in  agricultural  wealth  previous  to  the  war  was 
about  $1,200,000,000  per  annum.  We  may  assume,  therefore, 
that  this  amount  was  saved  out  of  the  $9,849,000,000  of  farm 
products.  The  remainder  was  fed  to  animals  on  farms  or  used  to 
defray  the  expenses  and  living  costs  of  the  farmer  and  his  family. 
If  we  assume  that  20  per  cent  of  the  farm  products  is  fed  to 
animals,  and  that  the  farmer's  cost  of  production  and  of  living 
was  20  per  cent  higher  in  1916,  60  per  cent  higher  in  1917,  and 
75  per  cent  higher  in  1918  than  in  1918,  we  are  forced  to  the  con- 
clusion that  agricultural  savings  had  reached  $2,800,000,000  in 
1916,  $4,800,000,000  in  1917,  and  $5,600,000,000  in  1918.  This 
computation  is  set  forth  in  tabular  form  below. 

Table  XII. — Agricultubal  Savikos 
(In  millions  of  dollars) 


Description 

1918 

1916 

1917 

1918 

Value  of  all  farm  products 

Fed  to  animals  (20%) 

9300 
1360 

$ 
13,406 
2,681 

$ 

19381 

8,866 

$ 
21386 
4377 

Consumed  by  persons  and  sold 

Expense  of  farm  operation  and  cost  of  living 

7340 

6,640 

10,725 
8,000 

15,465 
10324 

17,109 
11,620 

Savinffs    

1300 

2,725 

4341 

5^489 

While  the  conclusion  with  respect  to  agricultural  savings  pre- 
sented by  this  table  rests  on  rather  a  broad  assumption  of  fact,  it 
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no  doubt  represents  the  general  trend  of  agricultural  savings. 
Even  if  the  percentage  of  produce  consumed  on  the  farm  were  in- 
creased to  30  per  cent,  and  the  farmer's  expenses  and  cost  of  living 
were  increased  100  per  cent — an  altogether  improbable  hypothesis 
—the  savings  for  1918  would  still  be  $3,650,000,000.  The  as- 
sumption expressed  by  the  tabulation  is  reasonable  and  agricul- 
tural savings  were  no  doubt  approximately  five  billion  dollars  for 
1918. 

A  portion  of  these  funds  came  to  the  general  investment 
market  in  1916,  1916,  and  1917.  Farms  during  this  period 
were  actively  paying  off  their  mortgages  and  other  indebtedness. 
An  unusually  large  volume  of  real  estate  mortgages  held  by  life 
insurance  companies  was  paid  during  these  years.  The  manufac- 
turers of  farm  implements  likewise  experienced  a  great  reduction 
in  bills  receivable  and  accounts  receivable  during  this  period  de- 
spite the  fact  that  the  sales  of  farm  machinery  were  large  in  1915. 
This  movement  of  funds  was  in  part  responsible  for  the  abundant 
volume  of  capital  available  in  the  investment  centers  for  the  re- 
purchase of  American  securities  from  abroad  and  for  the  absorp- 
tion of  European  government  issues.  The  greater  portion  of  these 
savings  during  1915,  1916,  and  1917  went,  however,  into  farm 
improvements  and  must  therefore  be  added  to  the  figures  of  sav- 
ings given  above. 

When  allowance  is  made  for  agricultural  savings  reinviested  in 
farms  and  for  the  reinvested  earnings  of  individuals  and  partner- 
ships, the  following  figures,  which  were  presented  in  the  first  table, 
are  sustained. 

Table  XIII 

1913 $6,500,000,000 

1915 9,000,000,000 

1916 14,500,000,000 

1917 18,000,000,000 

1918 32,000,000,000 

Are  these  conclusions  with  respect  to  the  increase  of  savings 
during  the  war  reasonable  in  view  of  the  course  of  production  and 
prices  during  the  same  period?  Statistics  of  production  show 
that  there  has  been  an  increase  of  £5  per  cent  in  actual  physical 
output  since  1913.  This  increase  had  been  pretty  well  realized  by 
1916,  and  despite  the  withdrawal  of  men  from  industry  by  the 
military  establishment  has  been  maintained  since.  Such  statistics 
as  are  available  show  that  consumption  has  not  increased  more 
than  12^  per  cent  during  the  same  period.  The  national  income 
in  1913  is  estimated  at  $34,500,000,000 ;  of  this  amount  $6,500,- 
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OOO5OOO  was  saved  and  $28,000,000,000  was  therefore  consumed. 
If  prices  had  remained  constant  then  the  increase  in  production 
and  consumption  would  have  increased  savings  to  $11,600,000,000, 
as  shown  in  the  following  table. 

Table  XIV 
(In  millions  of  dollars) 


Item 

1918 

Increase 

1916 

1918 

National  income  or  product 

Consmnption   . . . , 

$ 
34^00 
28,000 

% 

43,000 
31,500 

$ 

45,000 
33,000 

Savings   

6,500 

11,500 

19,000 

In  this  tabulation  the  product,  consumption,  and  savings  are 
all  shown  at  the  price  level  of  191S.  To  state  the  savings  of  the 
later  years  in  terms  of  the  price  level  of  those  years  they  must  be 
increased  by  the  ratio  which  the  level  of  each  year  bears  to  191S. 
According  to  the  Bureau  of  Labor  index  number  of  wholesale 
prices,  this  was  128  per  cent  in  1916,  and  196  per  cent  in  1918. 
Expressed  in  terms  of  1916  prices  the  savings  of  that  year  were 
$14,145,000,000.  For  1918  savings  amounted  to  $23,500,000,- 
000.  These  figures  of  production  and  consumption  are  based  to 
some  extent  on  estimates;  they  do,  however,  show  that  the  con- 
clusions with  respect  to  the  increase  in  savings  do  not  involve  any 
improbable  assumptions  with  respect  to  the  course  of  industrial 
process. 

In  the  following  table  an  attempt  has  been  made  to  show  what 
classes  have  supplied  this  total  of  accumulated  savings  and  how 
it  is  divided  among  them.  The  table  divides  the  supply  of  capital 
into  the  portions  accumulated  by  corporations  through  the  reten- 
tion of  income  as  surplus  instead  of  disbursing  the  same  out  as 
dividends;  by  other  business  enterprises  not  under  the  corporate 
form  of  organization ;  by  farmers ;  and  by  all  other  classes  out  of 

their  individual  incomes. 

Tabus  XV. — ^Total  Excess  op  Productiok  ove»  CoKBUMrnoK 

(In  miUions  of  dollars) 


Item 


1913 


1915 


1916 


1917 


1918 


Corporations   

Other  business  enterprises 

Farms   

All  other  savings. . . .' 

Total   


1^00 
1,900 
1,300 
9,500 


6,400 


$ 
9,400 
9,000 
9,000 
9,600 


« 

5,000 
8,000 
9,800 
8,700 


9,000 


14,500 


$ 

6,000 
8,500 
4^800 
8»700 


$ 

5,400 
8,600 
5«500 
7«500 


I 


18,000 


jl^OOO 
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During  this  same  period  our  national  income  has  increased  from 
$84,500,000,000  in  1918  to  over  $70,000,000,000  in  1918.»  Enor- 
mous as  are  the  increases  in  savings  expressed  in  dollars  the  per- 
centage of  our  income  saved  increased  only  moderately.  The  sav- 
ings of  1918  were  approximately  20  per  cent  of  the  income  of  that 
year,  while  those  of  1918  were  80  per  cent. 

The  data  here  set  forth  to  support  the  hypothesis  that  the  Eu- 
ropean War  has  produced  a  large  increase  in  the  excess  of  pro- 
duction over  consumption  in  America  lead  to  several  relevant  con- 
clusions : 

1.  The  feats  of  war  finance,  both  in  the  collection  of  taxes  and 
the  flotation  of  loans  in  this  country,  were  made  possible  by  the 
situation  with  respect  to  production  and  savings  which  had  de- 
veloped previous  to  our  entrance  into  the  war.  The  principal  thing 
needed  was  to  devise  ways  and  means  of  diverting  the  excess  of 
production  over  consumption,  already  forthcoming,  from  private 
uses  into  the  public  coffers  by  taxes  and  government  loans. 

2.  No  adequate  explanation  of  the  movement  of  the  rate  of  in- 
terest during  the  years  1915  and  1916  is  possible  which  does  not 
take  into  consideration  the  increased  supply  of  capital  which  grew 
out  of  industrial  activity  and  profits. 

8.  The  psychological  factors  of  abstinence  and  the  under- 
estimation of  future  goods  are  entirely  inadequate  to  explain  the 
fluctuations  in  the  supply  of  capital.  In  periods  of  rapidly  in- 
creasing production  and  profits  a  high  interest  rate  is  not  neces- 
sary to  stimulate  savings.  In  such  periods  the  institutional  situ- 
ation which  characterizes  modem  industry  produces  an  enormous 
increase  in  the  supply  of  capital.  The  causal  relation  at  such 
times  does  not  run  from  a  high  rate  of  interest  to  an  increased 
supply  of  capital.  Instead,  factors  outside  the  capital  market 
produce  an  increase  in  its  supply,  and  this  operates  to  keep  the 
interest  rate  low.  One  is  reminded  here  of  Cassel's  statement  that 
"much  work  remains  to  be  done  before  we  get  a  real  knowledge  of 
the  manner  in  which  the  total  amount  of  waiting  depends  upon  the 
rate  of  interest.  As  to  such  knowledge,  we  cannot  pride  ourselves 
on  being  much  in  advance  of  the  English  authors  of  the  seven- 
teenth century,  such  as  Sir  Josiah  Child  and  Sir  William  Petty."* 
The  whole  field  of  the  statistics  of  savings  certainly  deserves  much 
more  thoroughgoing  and  detailed  attention  than  it  has  yet  received. 

8B.  M.  Anderson,  The  Annalist,  Jan.  6,  1919,  p.  5. 

"Taxable  Income  of  the  United  States,"  Journal  of  Political  Economy,  De- 
cember, 1918,  p.  959. 
«  G.  Cassd,  The  Nature  and  Necessity  of  Interest,  page  43. 


THE  WAR  AND  THE  SUPPLY  OF  CAPITAL— DISCUSSION 

Hermann  F.  Arens. — To  what  do  you  attribute  the  great  increase  in 
the  production  and  producing  powers  which  you  have  shown?  Was 
it  not  brought  forth  by  the  great  profits  which  business  enterprises 
have  been  able  to  make  because  of  extraordinarily  high  prices? 

David  Friday. — Undoubtedly.  The  high  prices  of  products  as  com- 
pared with  the  prices  of  production  goods  and  of  labor  is  the  ex- 
planation of  this  increase  in  productive  output. 

Mr.  Arens. — Do  you  think  that  this  rate  of  production  could  be 
maintained  on  a  falling  market? 

Mr.  Friday. — I  wish  it  could^  but  I  am  certain  it  cannot  unless  scnne 
institutional  arrangement  can  be  effected  by  which  entrepreneurs  can 
be  guaranteed  against  the  risk  of  financial  extinction  through  indus- 
trial loss.  I  feel  that  the  fear  of  loss  is  the  chief  factor  that  keeps 
entrepreneurs  from  going  ahead  with  confidence.  Since  demand  de- 
pends upon  production^  there  is  no  real  necessity  of  a  fall  in  produc- 
tion and  consequent  loss,  but  falling  prices  are  expected  by  the  public 
and  entrepreneurs  will  be  deterred  by  the  risks  of  business  from  utilis- 
ing the  productive  capacities  of  the  country  to  the  fullest  extent. 

Elisha  M.  Friedman. — Professor  Friday's  results  are  to  be  qualified 
on  four  grounds.  He  states  that  twelve  billion  dollars  can  be  saved 
annually  by  the  American  people.  In  arriving  at  this  result  he  adds 
investments^  government  bonds,  corporate  surplus,  and  reserves  for 
war  taxes.    The  elements  of  error  are  as  follows: 

1.  Duplication, — Several  items  are  duplicated.  To  add  surplus  and 
investments  is  to  count  the  same  dollar  twice,  once  as  an  asset  item, 
and  once  as  part  of  the  capital  account.  Corporate  surpluses  are  usu- 
ally invested  and  sometimes  in  Liberty  Loan  bonds. 

2.  High  pricet. — ^At  present  high  price  levels,  inventories  are  unusu- 
ally large.  The  increase  on  the  asset  side  of  the  balance  sheet  is  a 
source  of  the  large  corporate  surpluses.  They  are  not  permanent. 
When  prices  fall,  the  surpluses  will  decrease  and  the  "savings"  based 
on  inflated  prices  vanish. 

8.  U,  S.  Government  bonds, — These  do  not  represent  the  nation's 
savings  exclusively.  In  large  part,  bonds  were  bought  by  individuals 
and  corporations  by  borrowing  at  the  banks,  and  may  represent  the  sav- 
ings of  the  following  year.  The  banks  themselves  have  been  large  sub- 
scribers. Proof  that  U.  S.  Government  bonds  do  not  entirely  consist  of 
savings  of  a  year  is  afforded  by:  (a)  the  transfer  of  money  from  non* 
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government  investments  into  Liberty  bonds  (the  stock  market  declined 
daring  the  Liberty  Loan  flotation) ;  (b)  heavy  increases  of  government 
war  paper  in  banks'  assets ;  (c)  the  decline  in  Liberty  Loan  quotations 
since  the  signing  of  the  armistice  due  to  liquidation  by  holders  who 
borrowed  to  buy  them.  The  European  Government  bonds  rose  in  this 
period. 

4.  Comparative  savings, — Great  Britain  before  the  war  saved  some- 
what over  a  billion  a  year^  Germany  and  France  a  little  under  a  bil- 
lion. A.  A.  Noyes  estimated  that  Europe  saved  about  $2^500^000^000 
a  year  before  the  war.  Can  we  save  five  times  as  much  as  all  of 
Europe  ? 

Simon  Litman. — If  I  understand  Professor  Friday  correctly^  he 
considers  that  the  American  people  have  been  wrongftdly  accused  of 
being  less  saving  than  the  thrifty  inhabitants  of  European  countries 
because  the  amount  of  capital  formed  each  year  in  the  United  States 
has  been  greater  than  in  any  European  country.  Without  entering 
upon  a  discussion  of  the  validity  of  the  accusation  itself^  I  wish  to  sug- 
gest that  Professor  Friday's  establishment  of  the  fact  that  our  yearly 
accumulation  of  capital  has  been  greater  than  anywhere  else^  does  not 
meet  the  arguments  of  the  accusers.  The  knowledge  that  the  yearly 
supply  of  new  capital  in  the  United  States  is  much  greater  than  the 
supply  of  any  other  nation  does  not  assist  one  in  answering  the  more 
pertinent  questions,  i.e.,  what  proportion  of  our  national  dividend  do 
we  capitalize  as  compared  with  what  is  capitalized  in  France  or  in 
Germany ;  and  how  far  do  the  various  classes  of  our  population,  grouped 
by  incomes,  contribute  through  their  individual  savings  towards  the 
formation  of  new  capital,  as  compared  with  similar  groups  in  Europe. 
Only  such  a  comparison  can  throw  some  definite  light  on  the  situation. 


THE  WAR  AND  INTEREST  RATES 

By  E.  W.  Kemmeber 
Princeton  Vnioersity 

During  the  early  months  of  the  great  war,  there  was  a  wide- 
spread belief  among  economists  that  the  war  would  cause  an  early 
advance  in  interest  rates  in  the  United  States,  and  that  the  level 
of  interest  rates  would  tend  upward  during  the  continuance  of 
the  war.  This  judgment  appeared  to  have  the  support  of  both 
sound  theory  and  historic  precedent. 

Let  us  consider  briefly  the  theoretical  and  historical  basis  for 
this  judgment,  review  the  actual  movement  of  interest  rates  dur- 
ing the  period  of  the  war,  and  attempt  to  give  some  explanation 
of  this  movement.  This  is  a  large  program  for  a  twenty-minute 
talk  and  I  can  only  hope  to  discuss  briefly  the  more  important 
points. 

It  is  a  fact  of  elementary  economics  that  the  market  rate  of  in- 
terest consists  of  three  elements:  (1)  pure  interest,  (S)  an  item 
representing  insurance  against  estimated  risk,  and  (8)  an  item 
representing  administrative  expenses  incurred  in  connection  with 
the  making  and  carrying  out  of  the  loan  contract.  A  time  of  a 
great  world  war  is  a  time  when  one  would  expect  all  three  of  these 
elements  in  the  interest  rate  to  advance. 

Pure  Interest 

The  rate  of  pure  interest  is  the  rate  of  agio  or  premium,  ex- 
pressed in  terms  of  a  percentage  of  the  capital  sum,  which  rep- 
resents the  market  preference  for  capital  today  over  an  assured 
right  to  the  same  amount  of  capital  with  value  unimpaired  at  some 
future  date.  One  would  have  a  close  approximation  to  pure  in- 
terest in  the  case  of  a  bond  issued  by  a  strong  government,  having 
a  small  debt,  if  the  bond  were  sold  without  commission  or  any  other 
administrative  charge,  were  payable  in  a  currency  whose  pur- 
chasing power  was  absolutely  stable,  and  were  saleable  in  the 
market,  or  otherwise  convertible,  at  any  time,  without  expense,  at 
par  and  accrued  interest. 

Certainly  the  rate  of  pure  interest  would  be  expected  to  ad- 
vance during  the  progress  of  a  great  war.  The  movonents  of  the 
rate. of  pure  interest,  like  those  of  every  other  price,  are  the  re- 
sultants of  the  interaction  of  demand  and  supply ;  in  this  case  the 
demand  for  capital  and  the  supply  of  capital.    When  the  demand 
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for  capital  for  present-day  needs  is  large  and  the  supply  relatively 
small,  the  public  is  willing  to  sacrifice  the  future  for  the  present 
and  the  strong  time  preference  for  present  capital  registers  itself 
in  a  high  rate  of  interest ;  and,  vice  versa,  when  the  demands  of  the 
present  are  fairly  well  met  the  future  looms  larger  and  a  lower 
rate  of  time  preference  for  present  capital  as  compared  with  fu- 
ture capital  registers  itself  in  a  lower  interest  rate.  The  days  of 
the  greatest  war  in  history  were  days  when  the  public  in  belliger- 
ent countries  and  in  countries  of  benevolent  neutrality  as  well 
were  willing  to  exploit  heavily  the  economic  future  in  order  to 
provide  an  abundance  of  present  military  supplies  so  as  to  win  the 
war  quickly  with  a  minimum  sacrifice  of  human  life.  To  do  this 
the  world  was  exploiting  its  natural  resources  and  driving  its  eco- 
nomic machinery  at  rates  never  known  before.  The  war's  de- 
mands were  preemptory,  and  the  meeting  of  them  promptly  was 
imperative.  To  that  end,  from  the  economic  point  of  view,  the 
present  was  the  all-important  time;  the  future  was  secondary. 
This  meant  an  overwhelming  emphasis  upon  present  goods  as  con- 
trasted with  future  goods — ^present  goods  that  were  conducive  to 
the  winning  of  the  war.  It  meant  also  that  those  goods  must  be 
produced  under  heavy  handicaps.  Millions  and  tens  of  millions 
of  the  world's  most  ei&cient  men  were  taken  to  the  front,  and  the 
world's  labor  supply  was  greatly  curtailed.  Business  was  disor- 
ganized by  a  reduced  and  changing  labor  force,  and  by  a  shifting 
of  economic  demands.  The  world  was  destroying  capital  at  an 
unprecedented  rate ;  the  building  of  new  capital  equipment,  except 
that  demanded  for  the  destructive  purposes  of  war,  was  practi- 
cally suspended.  A  time  of  war  was  no  time  to  tie  up  labor  and 
capital  in  new  equipment  whose  usufructs  would  come  chiefly  in 
the  after-war  future.  Even  the  maintenance  of  existing  equip- 
ment not  needed  for  war  purposes  was  to  a  substantial  extent 
sacrificed.  All  this  would  be  expected  to  result  in  a  large  premium 
upon  present  goods  over  future  goods,  in  a  large  and  increasing 
demand  for  capital  in  the  face  of  a  declining  or  relatively  declin- 
ing supply.  This  is  the  stuiF  out  of  which  high  rates  of  pure  in- 
terest are  made. 

Insurance 

The  second  element  in  the  market  rate  of  interest  is  the  factor 
of  insurance  against  risk  of  loss.  Securities  that  pay  high  rates  of 
interest  proverbially  involve  large  risks.    The  high  rates  are  neces- 
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sary  to  tempt  the  public  to  purchfltse  securities  whose  purchase  in 
the  judgment  of  the  market  involves  a  substantial  risk  of  loss. 
This  insurance  factor  is  also  an  element  in  the  interest  rate  in  the 
case  of  debts  payable  in  a  currency  which  gives  prospect  of  de- 
creasing rapidly  in  value  during  the  period  of  the  loan  contract. 
The  insurance  element  in  the  market  rate  of  interest,  like  the  pure 
interest  element,  one  would  expect  a  great  war  to  increase.  Bel- 
ligerent countries  were  extending  their  credit  to  the  limit  and  de- 
pleting their  resources  both  material  and  human.  Neutral  coun- 
tries were  in  danger  of  being  dragged  into  the  struggle  at  any 
time.  The  outcome  of  the  war  was  uncertain  almost  to  the  last, 
and  the  imposition  of  heavy  indemnities  upon  the  defeated  nations 
was  ever  in  prospect.  Governmental  breakdown  with  resulting 
anarchy  in  some  at  least  of  the  belligerent  countries  was  an  ever 
present  possibility.  As  public  debts  grew,  the  danger  of  ultimate 
repudiation  was  more  frequently  thought  of,  while  paper  money  of 
rapidly  increasing  quantity  depreciated  materially  in  terms  of 
gold  in  most  of  the  belligerent  countries.  The  percentage  of  gold 
reserve  to  circulating  credit  declined  rapidly  in  all  belligerent 
countries.  While  in  all  these  respects  conditions  were  much  better 
in  the  United  States  than  in  Europe,  we  could  not  escape  being 
greatly  influenced  by  these  European  conditions,  even  before  we 
entered  the  war.  A  breakdown  of  the  credit  of  either  England  or 
France,  or  the  military  defeat  of  the  Allies,  would  have  had  seri- 
ous consequences,  as  regards  credit  conditions,  in  the  United 
States.  After  we  entered  the  war,  we  began  piling  up  our  own 
public  debt  at  unheard  of  rates.  All  this  meant  that  as  the  war 
progressed  the  insurance  element  in  interest  rates,  both  in  gov- 
ernment debt  and  in  corporate  and  private  debt,  would  have  been 
expected  to  be  an  element  of  increasing  weight. 

A&mimstratwe  Expense 

The  third  element  in  the  interest  rate,  namely,  a  charge  to  cover 
administrative  expense,  is  a  minor  one  and  may  be  passed  over  in 
a  few  words.  Every  grade  of  money  lender  from  the  pawnbroker 
to  the  large  banker  has  his  overhead  and  his  cuiTent  running  ex- 
penses to  meet.  The  interest  rate  paid  by  the  borrower  must  ex- 
ceed pure  interest  and  insurance  by  enough  reasonably  to  cover 
these  expenses,  or  the  business  will  not  be  carried  on.  This  ad- 
ministrative expense  element  in  the  interest  rate  is  negligible  in 
the  case  of  the  government  debt,  for  the  public  here  are  the  lenders 
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and  the  lending  is  made  possible  without  appreciable  expense  to 
the  lender.  In  the  case  of  loans,  however,  by  concerns  which  make 
the  lending  of  money  their  business,  such  as  banks,  the  element  of 
administrative  expense  would  be  expected  to  rise  during  a  great 
war.  At  such  a  time  the  overhead  expenses  of  banks  are  likely  to 
increase.  The  demand  for  men  for  war  activities  depletes  and 
disorganizes  their  administrative  and  clerical  force  and  pushes  up 
wages,  while  the  great  demand  for  war  supplies  is  likely  to  force 
up  the  prices  of  many  of  the  material  supplies  used  by  banks. 

Summarizing  the  theoretical  argument,  we  may  then  say  that 
there  are  usually  three  component  elements  in  a  market  rate  of 
interest — ^pure  interest,  a  premium  to  cover  insurance  against  risk, 
and  a  price  to  cover  administrative  expenses ;  and  that  a  great  war 
would  be  expected  to  set  into  operation  forces  that  would  push 
up  each  of  these  elements  and  therefore  market  rates  of  interest 
themselves,  of  which  these  elements  are  the  constituent  parts. 

The  Evidence  of  History 

History  knows  of  no  war  of  the  magnitude  of  the  one  through 
which  the  world  has  just  passed.  Most  of  the  great  wars  of  his- 
tory, moreover,  occurred  before  the  development  of  well  organized 
money  markets,  international  in  their  scope  of  operation.  By 
reason  of  its  magnitude,  its  duration,  its  recent  date,  and  of  the 
financial  records  it  has  made  available,  probably  the  American 
Civil  War  offers  the  best  field  for  a  study  of  an  historical  pre- 
cedent as  to  the  effects  of  a  great  war  upon  interest  rates.  The 
American  figures  for  the  Civil  War,  however,  are  somewhat  viti- 
ated as  a  basis  for  comparison  with  the  American  figures  in  the 
recent  war  by  the  fact  that  they  represent  for  the  most  part  in- 
terest rates  on  loans  floated  during  a  period  when  the  currency 
was  greatly  depreciated  in  terms  of  the  gold  and  silver  legal  units 
of  value,  and  when  the  insurance  element  was  a  rapidly  fluctuating 
one,  due  to  the  ups  and  downs  of  the  Union  cause.^    A  more  trust- 

iThe  yearly  average  rate  of  interest  in  New  Yorlc  during  the  period  1860- 
M  were  as  follows: 

Date  60  day  paper  Prime  two-named  60  day  paper 

1S60  8.'4                                         7.7 

1861  9.0                                         6.6 

1869  6.8                                          5.4 

1863  6.7  5.8 

1864  9.3  8.0 

1865  10.9  8.9 

1866  7.8  63 

Irving  Fisher,  Ths  Rate  of  Intsrsst,  p.  490. 
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worthy  historical  basis  of  comparison  for  a  study  of  American 
interest  rates  in  the  recent  war  would  probably  be  London  Bank 
of  England  rates  during  the  Civil  War.  In  the  case  of  London 
rates  we  have  rates  for  a  neutral  gold  standard  country  which  are 
comparable  with  the  rates  in  the  United  States,  which  was  a  gold 
standard  country  throughout  the  recent  war  and  a  neutral  coun- 
try for  about  68  per  cent  of  that  war. 

The  foUowing  table  and  chart  show  the  movement  of  Bank  of 
England  minimum  rates  of  discount  by  quarterly  periods  for  the 
years  1860-1866." 

MixiMVM  Official  Discomrr  Rates  of  Bakk  of  EKOiJiKDy 

QuAmnsLT  Pbuods,  1860-65 


(Rates  weighted  according  to  number  of 

days  in  operation) 

1860  (1) 

3.90 

1863  (1) 

4.10 

(9) 

4.45 

W 

3.75 

(3) 

4.00 

(3) 

4.00 

(*) 

4.70 

(*) 

5.80 

Year 

4.10 

Year 

4.40 

1861  (1) 

7^ 

1864  (1) 

7.90 

(2) 

5.65 

(«) 

7.10 

(3) 

4.15 

(3) 

7.60 

(*) 

3.90 

(*) 

7.85 

Year 

5.08 

Year 

7.45 

1869  (1) 

9.55 

1865  (1) 

5.05 

W 

9.70 

(9) 

3.85 

(3) 

9.90 

(3) 

3.70 

W 

9.70 

(4) 

6.50 

Year 

9.55 

1866 
1867 
1868 
1869 
1870 

7 
9 
9 
3 
3 

V2 

Vs 

Year 

4.75 

The  figures  show  a  downward  tendency  throughout  1861  and 
the  first  quarter  of  1862,  and  then  a  general  upward  tendency 
until  the  end  of  1864,  reaching  a  maximum  of  7.85  per  cent  for 
the  last  quarter  of  1864,  followed  by  a  steady  decline  until  the 
last  quarter  of  1865. 

Interest  Rates  in  the  United  States  1913-18 

Let  us  now  turn  to  the  movement  of  interest  rates  in  the  United 
States  during  the  recent  war,  bearing  in  mind  the  important  fact 
that  throughout  the  war  the  gold  standard  was  maintained  and  all 

8  Figures  are  weighted  according  to  the  number  of  days  each  rate  w«i8  in 
operation.  They  were  computed  from  the  data  given  by  the  report  of  the 
Royal  Commission  of  the  depression  of  trade  and  industry  in  its  first  report 
in  1886  (C  —  4691,  p.  161). 
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kinds  of  money  and  deposits  in  solvent  banks  were  maintained, 
with  slight  qualification,'  at  par  with  gold.  The  movement  of 
American  interest  rates  by  quarterly  periods  for  the  years  191S 
to  1918  is  shown  in  the  following  table^  and  chart: 

s  During  the  latter  days  of  the  war  it  was  reported  that  a  small  premium  on 
gold  appeared  in  California. 

*  Figures  for  call  rates,  60  to  90  day,  two-name  commercial  paper  rates,  and 
6  months'  time  loans  were  computed  from  data  given  in  the  Financial  Reviem 
and  the  Commercial  and  Financial  Chronicle.  Figures  for  long  term  rates  are 
the  average  yields  on  ten  high  grade  investment  railroad  bonds.  The  bonds 
selected  are  those  used  by  Wesley  C.  Mitchell  in  his  "American  Security  Prices 
and  Interest  Rates"  {Jour.  Pol.  Econ.,  XXIV  [1916],  pp.  126-157)  and  are  as 
follows:  A.  T.  &  Sf.  Adj.  Vs  of  1996;  C.  R.  R.  of  N.  J.  Gen.  Mortg.  5's  of 
1987;  C.  &  O.,  1st  consol.  mortg.  gold  5's  of  1939;  C.  B.  &  Q.,  Neb.  ext.  4's  of 
1927;  C.  M.  &  St.  Paul,  gcnL  mortg.,  series  A.,  4'8  of  1989;  C.  St.  Paul,  M.  &  O., 
consol.  6's  of  1930;  N.  Y.  C.  &  St  L.,  Ist  mortg.  gold  4's  of  1937;  Penn.  consol. 
gold  4's  of  1948;  Reading  genl.  gold  4's  of  1997;  West  Shore  1st  mortg.,  Gt 
by  N.  Y.  Cent.,  4's  of  2361. 

Mitchell  found  it  necessary  to  make  certain  adjustments  in  computing  the 
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Table    Showing    Movement   of    American    Inteeest    Rates   bt   Qitabtbblt 

Pesiods,  1913-1918 


Period 

Call 

60-90 

6moB. 

West  Shore 

10  Ry. 

two-name  paper 

paper 

4*s 

Bonds 

1913 

1  quarter 

3.58 

5S0 

5.75 

4.10 

4.99 

d     - 

9.81 

5.59 

6.15 

4.95 

4^ 

3      " 

9.47 

5.95 

6.58 

4.95 

4.49 

4      «* 

4.09 

5.64 

6.31 

4.35 

4.48 

year 

3.99 

5.60 

6.90 

4J90 

436 

1914 

1  quarter 

9.09 

4.19 

4.05 

4.30 

4.43 

9      - 

1.89 

3.81 

3.17 

4.30 

430 

3      " 

4.97 

5.78 

6.03 

4.30 

4J8 

4      " 

4.93 

5.45 

5.16 

4.50 

4.53 

year 

3.43 

4.84 

4.59 

4.35 

43i 

1915 

1  quarter 

9.01 

3.66 

3.S5 

4.40 

4.45 

3      « 

1.98 

3.68 

3J» 

4.40 

4.45 

3      " 

1.81 

3.36 

3.93 

4.50 

4.57 

4      « 

1.88 

3.11 

9.98 

4.40 

4.41 

year 

1.91 

3.44 

3.19 

4.45 

4.47 

1918 

1  quarter 

1.89 

3.19 

3.01 

4.35 

439 

9      « 

9.45 

3.98 

3.38 

4.40 

4.35 

3      " 

9.75 

3.70 

3.89 

4.45 

4.38 

4      - 

3.39 

3.58 

3.70 

4.35 

433 

year 

9.69 

3.49 

3.47 

4.40 

4.35 

1917 

1  quarter 

9.53 

3.89 

3.73 

4.40 

4.39 

9      « 

3.30 

4.73 

4.69 

4.60 

4.58 

3      « 

3.66 

4.91 

5.04 

4.90 

4.73 

4      « 

3.60 

5.44 

5.68 

5.00 

5.05 

year 

3.97 

4.75 

4.77 

4.70 

4.67 

1918 

1  quarter 

4.73 

5.70 

5.88 

5.10 

5.17 

3      *i 

4.59 

5.88 

5.88 

5.95 

5.94 

3      « 

5.64 

5.91 

5.93 

5.55 

5.99 

Oct  to  Nov. 

5.88 

6.00 

6.00 

year 

5J1 

5.87 

5.99 

• 

average  yield  of  his  bonds  for  the  years  succeeding  1919  in  order  to  make  the 
figures  comparable  with  his  figures  for  earlier  years.  Inasmuch  as  comparisons 
with  years  prior  to  1913  are  not  needed  for  the  purposes  of  tlie  present  study, 
these  adjustments  of  Mitchell's  needed  to  be  eliminated.  I  have  accordingly 
recomputed  the  figures  eliminating  Mitchell's  adjustments  and  brining  the 
figures  down  to  date.  See  Wesley  C.  Mitchell,  "Amer.  Secur.  Prices  and  Int. 
Rates,"  in  Journal  of  PoUtical  Economy,  XXIV  (1916),  p.  143. 
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A  reference  to  the  chart  reveals  three  striking  facts.  They 
are:  (1)  Aside  from  a  sharp  advance  during  the  early  months  of 
the  war — a  time  when  comparatively  few  loans  were  made  and 
comparatively  few  securities  sold,  because  the  New  York  Stock 
Exchange  bond  market  was  closed  four  months  (July  80  to  No- 
vember 28) — and  aside  from  an  equally  sharp  decline  toward  the 
end  of  the  year  1914,  all  rates  ruled  comparatively  low  until  about 
the  end  of  1916.  (2)  About  the  beginning  of  1917  all  rates  began 
a  pronounced  upward  movement  which  continued  until  the  end  of 
the  war,  or  until  they  were  practically  pegged  by  the  operation 
of  the  New  York  Money  Committee.**    (S)  Rates  on  call  loans,  on 

BThis  Money  Committee  was  a  subcommittee  of  the  Liberty  Loan  General 
Committee  of  New  York  and  was  appointed  September  5,  1917,  "for  the  pur- 
pose of  securing  the  most  complete  cooperation  with  the  government  in  its 
financial  program  by  all  the  financial  interest  of  the  city."  Under  the  leader- 
ship of  this  committee  many  of  the  larger  banlcs  of  the  city  in  cooperation  with 
the  Federal  Reserve  Bank  adopted  a  policy  of  practically  rationing  the  money 
market,  and  by  means  of  funds  at  the  disposal  of  the  cooperating  banks,  prac- 
tically pegged  short-time  interest  rates  in  the  neighborhood  of  6  per  cent  from 
the  beginning  of  1918  until  the  end  of  the  war. 
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60  to  90  days'  commercial  paper,  and  on  6  months'  paper  ruled 
exceptionally  low  during  1915  and  1916,  and  at  levels  much  below 
the  average  rate  of  yield  on  railroad  bonds. 

The  chief  reason  why  rates  on  call  loans  and  loans  of  short  ma- 
turities ruled  so  much  lower  than  the  rates  of  yield  on  railroad 
bonds,  was,  I  believe,  the  desire  of  the  money-lending  public  to 
keep  control  of  its  funds.  These  were  times  of  great  uncertainty, 
both  economic  and  military.  No  one  knew  what  big  things  a  day 
might  bring  forth.  The  thinking  public,  moreover,  in  general  ex- 
pected the  war  to  bring  substantial  and  continual  advances  in 
interest  rates.  Under  such  circumstances  the  public  naturally  did 
not  wish  to  tie  up  its  funds  in  long  time  maturities. 

Interest  Rates  Advance  in  1917  cmd  1918 

Advances  in  interest  rates  during  1917  and  1918  would  natur- 
ally have  been  expected  under  the  operation  of  the  economic 
forces  previously  described.  Of  course  these  forces  were  greatly 
accentuated  when  the  United  States  came  into  the  war  and  when 
we  began  our  tremendous  war  expenditures,  accompanied  by  our 
large  flotation  of  liberty  bonds.  The  surprising  thing  is  not  that 
interest  rates  rose  substantially  in  1917  and  1918,  but  that  their 
rise  was  postponed  until  such  a  late  date. 

Explanation  of  Low  Interest  Rates  during  1915  and  1916 

How  can  the  prevalence  of  such  low  interest  rates  throughout 

1915  and  1916  be  explained?  The  chief  answers  to  this  question, 
I  believe,  are  two-fold:  (1)  that  the  low  market  rates  of  1915- 

1916  are  largely  attributable  to  the  great  money  and  deposit  cur- 
rency inflation  which  the  country  was  experiencing  at  that  time; 
and  (S)  that  the  rates  on  long-time  securities  were  low  only  nomi- 
nally and  will  prove  to  be  actually  high  rates  camouflaged  by  in- 
flation.   Let  us  consider  these  two  propositions  in  their  order. 

Low  Interest  Rate  of  1915-1916  Largely  Attributable  to  Inflation 

An  interest  rate  from  one  point  of  view  is  a  rental  price  for 
capital  expressed  in  terms  of  a  percentage  of  the  capital  value 
rented.  Money,  and  deposit  credit  giving  the  right  to  draw 
money  on  demand,  are  forms  of  capital.  They  are  distinctive  in 
respect  to  the  fact  that  nearly  all  transfers  of  capital  goods  arc 
efl^ected  through  their  mediation.  The  result  is  that  the  public 
think  of  capital  continually  in  terms  of  money,  and  they  reason 
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that  to  increase  one's  supply  of  money  is  synonymous  with  in- 
creasing one's  supply  of  capital.  From  such  reasoning  the  con- 
clusion is  a  natural  one  that  a  government  in  great  need  of  mili- 
tary supplies  for  carrying  on  a  war  will  be  able  to  obtain  them 
roughly  in  proportion  as  it  is  able  to  obtain  possession  of  this  im- 
portant intermediary  good,  namely,  money;  and  that  the  lower 
the  interest  rate  at  which  it  is  able  to  borrow  this  money  the 
lighter  will  be  the  financial  burden  imposed  upon  the  public  by 
the  war. 

Building  upon  premises  like  these,  the  logical  policy  to  have 
pursued  in  the  United  States  would  have  been  something  as  fol- 
lows: (1)  to  encourage  the  importation  of  gold  into  the  country 
and  to  place  an  embargo  on  its  exportation;  (S)  to  discourage 
the  circulation  of  gold  within  the  country  and  to  impound  the 
gold  so  far  as  possible  in  the  vaults  of  the  federal  reserve  banks, 
where  as  a  reserve  for  federal  reserve  notes  and  a  reserve  for 
reserve  deposits  of  member  banks  it  would  have  its  maximum  effi- 
ciency as  regards  the  amount  of  circulating  credit  it  could  sup- 
port; (S)  to  encourage  the  banks  to  extend  credit  freely  to  the 
government  by  the  purchase  of  certificates  of  indebtedness  and 
liberty  bonds;  and  (4)  to  encourage  the  banks  to  loan  freely  to 
the  public  on  the  security  of  liberty  bonds  so  that  the  public 
might  buy  the  maximum  amount  of  bonds  and  turn  over  to  the 
government  the  maximum  amount  of  money  and  deposit  credit; 
(5)  to  assist  the  banks  in  carrying  out  this  program  by  reducing 
their  legal  reserve  requirements  and  by  lending  to  them  freely 
through  the  federal  reserve  banks  at  rates  of  interest  low  and 
profitable  to  the  banks  and  on  the  security  of  paper  collateraled 
by  the  government  debt;  (6)  to  leave  government  funds  so  far  as 
possible  on  deposit  with  commercial  banks  so  as  to  avoid  credit 
contraction  and,  to  that  end,  to  excuse  banks  from  holding  legal 
reserves  against  government  deposits. 

Now  all  of  these  measures,  and  others  of  a  similar  character, 
are  in  fact  to  be  found  in  the  financial  program  followed  by  the 
government  during  the  war  period.  What  actual  economic  phi- 
losophy was  back  of  these  measures  in  the  minds  of  those  responsi- 
ble for  them  it  is  of  course  impossible  to  say.  In  many  cases  it 
was  probably  not  the  naive  economic  philosophy  above  described, 
for  accompanying  this  program  there  were  some  vigorous  and 
wholesome  efi^orts  on  the  part  of  many  in  high  official  position  to 
induce  the  public  to  speed  up  production,  economize  consumption. 
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and  reduce  the  absorption  of  labor  and  capital  in  non-essential 
or  less  essential  industries.  None  the  less,  in  the  main,  the  gov- 
ernment's loan,  currency,  and  bank-credit  policies  resulted  in 
making  capital  in  the  form  of  money  and  deposit  credit  plentiful 
and  in  thereby  holding  down  the  interest  rates. 

These  results  were  accentuated  by  the  facts :  (1)  that  belligerent 
Europe  had  much  to  buy  of  us  during  the  war  and  little  to  sell  to 
us  except  securities  and  gold,  leading  to  a  net  importation  of 
about  a  billion  dollars  of  gold  into  the  United  States  during  the 
period  of  the  war;  and,  (2)  that  the  establishment  of  our  federal 
reserve  system  in  the  early  days  of  the  war  greatly  improved  our 
currency  and  banking  mechanism,  making  each  dollar  in  active 
circulation  and  each  dollar  in  bank  reserve  much  more  efficient 
than  ever  before,  in  other  words,  enabling  each  dollar  to  do  a 
greatly  increased  amoimt  of  money  work.  This  in  its  e£Fect  was 
the  same  as  a  further  great  increase  in  the  supply  of  currency  and 
circulating  credit. 

Under  such  influences,  while  the  country's  physical  volume  of 
business  increased  about  12  per  cent  from  1913  to  1917,  its  sup- 
ply of  money  in  circulation  increased  46  per  cent,  its  bank  de- 
posits (exclusive  of  savings  banks  deposits  and  deposits  of  one 
bank  in  another)  increased  74  per  cent,*  and  the  rate  of  deposit 
currency  circulation,  according  to  Irving  Fisher/  increased  from 
54.0  to  92.4  or  71  per  cent. 

These  developments  and  devices  were  all  forces  that  tended  to 
hold  interest  rates  down ;  but  they  were  likewise  forces  that  led  to 
great  expansion  of  currency  and  deposit  credit  and  thereby  tend- 
ed to  push  prices  up.  They  were  largely  responsible  for  the  tre- 
mendous advance  in  the  price  level  which  has  taken  place  since 
191S,  an  advance  which  measured  in  terms  of  wholesale  prices 
means  a  cutting  in  half  of  the  purchasing  power  of  the  dollar. 

We  bought  our  low  interest  rates  at  the  price  of  very  high 
prices;  we  kept  interest  rates  down  by  pushing  price  levels  up. 
The  government  was  enabled  to  borrow  at  low  interest  rates  partly, 
it  is  true,  by  capitalizing  patriotism,  but  partly  also  by  policies 

•  For  detailed  figures  upon  this  subject  see  £.  W.  Kemmerer,  "Inflation**  in 
A^merican  Economic  Review,  June  1918,  p.  347,  et.  seq. ;  also  report  of  the  War 
Finance  Ck>mmittee  of  the  American  Economic  Association,  December,  1918, 
pp.  93-114. 

7  See  Irying  Fisher,  <'The  Equation  of  Exchange  for  1914  and  the  War"  in 
American  Economic  Review,  June,  1915,  chart  facing  page  1;  and  December, 
1918,  p.  871. 
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which  led  to  tremendous  inflation.  The  latter  forces,  but  not 
the  former,  also  directly  held  down  interest  rates  for  corporate 
and  individual  borrowers.  Both  the  government  and  the  public 
paid  lower  nominal  rates  of  interest  than  they  otherwise  would 
have  paid,  by  reason  of  this  situation ;  but  it  does  not  follow  that 
they  will  pay  lower  amou/nts  of  interest,  for  the  very  policies  that 
kept  interest  rates  down  pushed  prices  up  apd  the  borrower  was 
accordingly  compelled  to  pay  higher  prices  and  thereby  borrow 
larger  sums  of  money  than  he  otherwise  would  to  buy  the  same 
supply  of  goods. 

This  brings  me  to  my  last  point,  namely,  that  the  low  rates  of 
interest  on  long-time  securities  will  probably  prove  to  be  actually 
high  rates  before  the  obligations  are  paid.  The  government  has 
been  borrowing  dollars  of  low  purchasing  power ;  likewise  have  the 
few  corporations  that  have  floated  long-time  bonds  during  the 
war  period.  If  the  dollar  of  191S  is  called  a  100  per  cent  dollar, 
that  of  today,  in  terms  of  purchasing  power  over  commodities  at 
wholesale,  is  less  than  a  50  per  cent  dollar.  If  the  next  few  years 
witness  a  gradual  deflation  of  our  currency  and  credit,  as  most 
economists  expect,  and  the  purchasing  power  of  the  dollar  rises, 
the  debtors  will  be  required  to  pay  their  debts — ^principal  and  in- 
terest— ^in  more  valuable  dollars  than  they  borrowed.  This  agio 
in  the  value  of  the  dollar  they  will  repay  over  the  value  of  the 
dollar  they  borrowed  will  be  part  of  the  interest  rate,  but  they 
will  not  recognize  it  as  such.  It  is  likely  to  make  the  actual  or 
purchasing  power  interest  rates  on  long-time  loans,  floated  during 
the  war  period,  very  high  ones. 

In  conclusion,  let  me  say  with  emphasis  that  in  what  has  been 
said  I  am  neither  condemning  nor  approving  the  government's 
low-interest,  inflationary,  war-finance  policy.  It  has  had  its  ad- 
vantages and  disadvantages.  For  the  United  States  it  probably 
succeeded  better  during  a  nineteen  months'  war  than  it  would 
have  succeeded  during  a  longer  one.  Today,  however,  my  pur- 
pose is  not  to  appraise  but  to  explain. 


THE  POSSIBILITY  OF  COMPILING  AN  INDEX  OF  THE 

COST  OF  LIVING 

By  Royal  Meekeb 
United  States  Bureau  of  Labor  Statistics 

The  high  cost  of  living  has  nothing  to  do  with  high  prices.  It 
is  merely  the  common  term  used  to  express  the  relation  between 
the  price  of  labor  (wages)  and  the  prices  of  foods,  clothes,  house 
room,  fuel,  etc.  The  high  cost  of  living  stalked  through  the  land 
even  in  the  days  of  Charlemagne,  when  a  whole  beef  could  be 
bought  for  less  than  the  price  of  a  single  sirloin  steak  today. 
Men  complained  bitterly  of  the  high  cost  of  living  in  that  golden 
age  when  eggs  sold  for  8  cents  a  dozen  instead  of  8  cents  apiece. 
Probably  we  pay  at  least  twenty  times  as  much  for  the  necessities 
and  comforts  of  life  today  as  men  paid  in  the  thirteenth  century, 
but  the  cost  of  living  is  no  higher  now  than  then,  and  we  undoubt- 
edly live  much  more  comfortably,  completely,  and  healthfully.  In 
fact,  we  might  say  that  generally  the  lower  the  prices  the  higher 
the  cost  of  living.  In  India  and  China,  long  the  countries  of  low- 
est prices,  the  cost  of  living  is  so  high  as  to  put  life  itself  beyond 
the  purchasing  power  of  tens  of  thousands  of  the  people. 

The  price  level  is  of  no  consequence,  except  to  the  mere  histor- 
ian and  antiquarian.  It  is  the  changing  of  price  levels  which 
causes  distress  and  is  of  concern  to  the  economists  and  all  who 
buy  and  sell  things.  This  has  been  recognized  from  the  begin- 
ning of  history.  Efforts  have  been  made  from  the  earliest  times 
to  fix  prices  by  royal  proclamations,  decrees,  and  by  legislative 
enactments.  Some  economists,  notably.  General  Francis  A. 
Walker  and  Colonel  William  Jennings  Bryan,  have  advocated  a 
bimetallic  coinage  on  the  ground  that  prices  would  thereby  be 
held  more  stable,  the  theory  being  that  when  gold  is  plentiful  and 
cheap,  silver  would  be  rare  and  dear,  and  vice  versa,  so  that  fluctu- 
ations in  the  purchasing  power  of  both  metals  would  never  be  as 
great  as  the  fluctuations  in  either  one  separately. 

A  good  many  economists  have  theorized  about  a  commodity 
standard  of  value,  setting  forth  its  theoretical  advantages.  The 
latest  commodity  standard  plan — and  to  my  mind  the  only  one 
likely  to  succeed — is  President  Irving  Fisher's  well-known  plan 
for  standardizing  or  stabilizing  the  dollar.  This  plan  depends 
absolutely  for  its  workability  upon  the  possibility  of  computing 
a  reasonably  accurate  cost-of-living  index.  Unless  this  can  be 
done,  it  is  not  worth  while  talking  about  the  great  benefits  that 
would  result  if  the  impossible  were  possible. 
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Until  quite  recently  I  have  felt  doubtful  about  the  practicability 
of  changing  the  present  dollar  from  a  most  deceptive,  inconven- 
ient, and  mischievous  standard  of  weight,  constantly  changing  in 
value,  into  an  approximately  unchanging  standard  of  value,  con- 
stantly changing  in  weight.  My  scepticism  was  due  to  the  stag- 
gering difficulties  in  computing  a  satisfactory  index  of  the  cost  of 
living.  It  seemed  another  instance,  so  familiar  to  the  economist, 
especially  the  tariff  economist,  where  a  proposal  is  ^^all  right  in 
theory  but  won't  work  in  practice.**  The  very  foundation  of 
the  ^^stabilized  dollar"  is  the  index  number  of  the  cost  of  living. 
As  it  is  one  of  my  principal  jobs  to  furnish  the  country  and  the 
world  with  index  numbers  showing  changes  in  prices  of  various 
commodities  at  wholesale  and  retail,  no  one  realizes  quite  so  keenly 
as  I  just  how  unstable  the  basis  for  the  "stabilized  dollar**  really 
is,  or  rather  was  until  this  present  moment.  I  do  not  need  to 
waste  time  in  pointing  out  the  absurdity  of  using  a  wholesale  price 
index  as  indicative  of  changes  in  the  cost  of  living  for  the  pur- 
pose of  stabilizing  the  dollar.  Retail  prices  of  all  conunodities 
consumed  by  the  great  mass  of  people  are  the  rock  bottom  upon 
which  a  commodity  standard  of  value  must  rest.  Until  now,  I 
have  been  wholly  unwilling  to  recommend  the  United  States  Bu- 
reau of  Labor  Statistics  retail  price  indexes  as  a  suitable  founda- 
tion for  Professor  Fisher's  "stabilized  dollar.**  The  retail 
price  index  published  every  month  in  the  MantUy  Labor  Review 
is  an  index  number  of  the  retail  prices  of  food  commodities  only. 
Expenditures  for  food  make  up  more  than  40  per  cent  of  the  total 
budget  of  the  families  of  shipyard  workers,  but  I  think  it  would 
be  wholly  inadvisable  to  change  the  gold  content  of  the  "stabilized 
dollar**  to  conform  with  changes  in  the  prices  of  food  alone.  This 
would  not  be  a  fair  test  of  the  underlying  principle  in  Professor 
Fisher*s  scheme.  I,  for  one,  would  not  be  willing  to  risk  the  sta- 
bility of  the  "stabilized  dollar,"  stabilized  on  less  than  half  the 
total  family  expenditure.  It  so  happens  that  the  percentage 
changes  in  the  cost  of  the  family  food  budget  during  the  period 
since  191S  does  conform  rather  closely  with  changes  in  the  cost  of 
the  whole  family  budget  as  shown  in  our  studies  of  cost  of  living 
in  shipbuilding  centers.  But  this  is  largely  fortuitous  and  some- 
what fictitious.  When  prices  come  down,  as  they  probably  will 
some  day,  we  cannot  assume  that  food  prices  will  move  in  unison 
with  the  prices  of  other  commodities  consumed  by  workers'  fami- 
lies. If  we  are  to  advocate  a  "stabilized  dollar"  (which  is  merely 
another  name  for  a  commodity  standard  of  value,  or  what  Pro- 
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fessor  Fisher  picturesquely  calls  the  ^^market  basket"  standard) 
we  must  be  able  to  put  our  case  so  as  to  command  the  confidence 
and  support  of  the  manufacturers,  the  business  men,  and  espe- 
cially the  workers.  No  amount  of  eloquence  explaining  how  the 
prices  of  the  necessities  of  life  actually  vary  in  close  conformity 
with  food  prices  will  satisfy  the  homy-handed  laborer  and  the 
equally  homy-headed  business  man  with  a  food  index  represented 
as  showing  changes  in  cost  of  liioing.  Both  will  ri^tly  demand  to 
be  shown  and  we  must  be  in  a  position  to  show  them. 

The  question  doubtless  is  in  the  minds  of  many  of  you:  Why 
not  use  the  cost  of  living  figures  for  shipbuilding  centers?  There 
are  four  reasons  why  I  am  not  willing  to  use  these  indexes  to  show 
changes  in  the  cost  of  living  either  for  the  whole  country  or  for 
geographical  districts: 

1.  The  shipbuilding  centers  are  too  few  in  number  and  they 
are  quite  abnormal  industrial  communities. 

2.  The  haste  with  which  we  were  obliged  to  make  the  cost-of- 
living  survey  in  those  centers  did  not  permit  us  to  get  retail  prices 
of  miscellaneous  items  of  expenditure  so  as  to  enable  us  to  compute 
accurately  changes  in  the  cost  of  this  large  part  of  the  family 
budget.  Next  after  food  miscellaneous  expenses  are  by  far  the 
most  important  group  in  the  family  budget.  The  cost  of  miscel- 
laneous items  of  expenditure  was  of  course  obtained  in  the  ship- 
building study,  but  the  retail  prices  of  these  items  were  not  ob- 
tained. In  computing  indexes  for  the  different  shipbuilding  cen- 
ters, it  was  assumed  that  miscellaneous  items  fluctuated  exactly 
the  same  on  the  average  as  all  other  items  of  expense.  This  as- 
sumption gave  all  the  advantages  to  the  workingman  during  the 
period  of  violently  ascending  prices  since  1916,  for  undoubtedly 
miscellaneous  items  have  remained  much  more  stable  than  the  av- 
erage of  other  items. 

8.  There  was  no  time  to  calculate  new  weights  based  on  the 
quantities  of  each  article  consumed  in  the  average  workman's  fam- 
ily today,  so  the  old  and  rather  imperfect  weights  obtained  in  the 
1901  study  had  to  be  used.  We  can  and  ought  to  revise  these 
weights,  using  the  facts  as  to  the  family  consumption  which  we 
are  finding  in  the  present  study.  Except  for  articles  of  food,  the 
individual  items  of  consumption  are  not  weighted  within  each 
group  or  class,  according  to  their  importance  in  the  family  budget 
In  the  clothing  group,  for  instance,  suits,  nightshirts,  socks,  caps, 
shoes,  neckties,  shirts,  and  handkerchiefs  all  have  equdl  wdgfat 
Quite  possibly  weighting  within  the  groups  will  not  change  the 
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percentage  change  in  cost  of  the  groups  as  wholes,  but  we  have 
no  ground  for  assuming  this  to  be  the  case.  To  be  sure,  all  ex- 
perience has  shown  that  it  makes  but  little  difference  what  meth- 
ods are  used  in  computing  an  index  number.  However,  science, 
common  sense,  and  expediency  all  require  the  extension  of  the 
weighting  of  individual  items  to  all  groups  of  the  family  budget. 

4.  The  lists  of  articles  for  which  retail  prices  were  obtained  in 
shipbuilding  centers  are  not  so  satisfactory  as  it  is  possible  to 
make  them.  In  the  cost-of-living  study  now  in  progress,  we  are 
getting  retail  prices  for  a  larger  number  of  articles  and,  profiting 
by  our  experience,  we  are  using  greater  care  to  secure  identifica- 
tion marks  so  we  can  get  prices  in  the  future  for  the  identical  arti- 
cles or  the  nearest  thing  to  them.  The  retail  price  schedules  for 
food;  men's,  women's  and  children's  clothing;  fuel  and  lighting; 
housing;  furniture  and  house  furnishings;  and  misceUaneous  items 
have  all  been  carefully  revised  and  greatly  improved. 

As  a  rule,  there  is  but  little  difference  between  a  weighted  and ' 
the  so-called  unweighted  index  number.  This  general  rule  does 
not  seem  to  apply  to  family  budget  indexes.  We  know  that  there 
are  great  differences  between  the  weighted  and  the  unweighted 
food  budget,  and  it  seems  inevitable  that  similar  differences  will 
be  shown  for  the  clothing  group  and  the  miscellaneous  group  when 
we  get  weightings  for  them.  In  the  food  group,  potatoes,  because 
of  their  great  importance  in  consumption,  exercise  a  great  influ- 
ence over  the  food  index  and  the  total  budget  index.  Sometimes 
potatoes  carry  the  whole  food  index  against  the  current  of  food 
prices  in  general.  The  preponderance  of  potatoes  and  their  sud- 
den and  enormous  price  variations  in  the  autumn,  and  more  espe- 
cially in  the  spring,  make  them  most  unpopular  with  the  makers 
of  cost-of-living  index  numbers.  At  a  former  meeting  of  this 
Association,  I  warned  wayfaring  statisticians  and  economists  of 
the  deeply  deceptive  character  of  the  potato.  Apparently  the 
potato  is  merely  an  innocent  and  astonishingly  prolific  and  whole- 
some member  of  the  vegetable  kingdom;  but  statistically  it  is  a 
ravening  wolf  masquerading  as  a  humble  tuber.  It  is  imdoubtedly 
an  invention  of  the  devil  for  the  purpose  of  making  the  way  of  the 
statistician  hard  and  his  life  a  burden.  The  malignant  power  of 
the  potato  may  yet  defeat  the  benignant  plan  to  stabilize  the  dol- 
lar, for  the  potato  does  not  submit  kindly  to  the  yoke  of  the  index 
number.  The  story  of  the  potato  is  very  difficult  to  record  sta- 
tistically. The  enormous  seasonal  changes  in  prices  are  due  to  the 
difference  between  new  and  old  potatoes,  which  make  them  in  re- 
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alitj  entirely  different  economic  commodities.  I  think  a  special 
joint  conmiittee  of  the  American  Economic  Association  and  the 
American  Statistical  Association  should  be  named  to  study  po- 
tatoes and  determine  when  a  new  potato  becomes  what  we  may 
call  a  tabulatable  potato  and  when  an  old  potato  ceases  to  be  a 
potato  at  all. 

The  prices  of  several  other  articles  of  food  fluctuate  just  as 
capriciously  and  as  violently  as  potato  prices,  but  these  other  arti- 
cles are  relatively  unimportant  so  we  can  ignore  them  or  set  down 
their  price  vagaries  with  a  calm,  unruffled  spirit.  Nor  need  our 
equanimity  be  disturbed  by  the  wildly  varying  price  of  wearing 
apparel,  such  as,  for  instance,  women's  hats;  for  although  each 
feminine  hat  is  a  distinct  and  separate  economic  entity  and  there 
are  violent  seasonal  and  cyclical  variations  in  the  prices^  shapes, 
material,  and  qualities  of  hats,  yet  the  total  effect  of  women's 
hats  on  the  cost-of-living  index  number  and  consequently  on  the 
"stabilized  dollar"  is  negligible,  compared  to  the  devastating  ef- 
fect of  the  potent  potato. 

For  the  purposes  of  a  cost-of-living  index  number  to  be  used  in 
making  wage  adjustments  and  as  the  standard  of  value  or  "sta- 
bilized dollar,"  it  is  necessary  to  get  more  detailed  information 
about  the  quantities  of  articles  consumed  and  their  retail  prices 
than  have  been  obtained  in  former  studies.  These  surveys  in  ship- 
building centers  were  made  hurriedly  to  meet  a  war  emergency. 
Consequently  short  cuts  were  used  and  the  large  assumption  re- 
garding miscellaneous  prices  was  made  to  save  an  enormous  amount 
of  field  work  and  office  tabulations  which  would  otherwise  have 
been  necessary. 

The  apportionment  of  family  expenditures  in  the  New  York 
Shipbuilding  District  and  the  percentage  changes  in  the  several 
classes  of  expenditure  since  December,  1914,  are  as  follows : 


Group 

Average  Ex- 
penditures 
per  Family 

Propor- 
tion of 
Total 
Expen's 

Percentage  Increase  over 

Dec  1914 

Dec. 
1915 

Dec. 
1916 

Dec 
1917 

Oct-NoT. 
1918 

Food 

Clothing 

Housing 

Fuel  and  Light 

Furniture,  etc. 

Miscellaneous 

$607.09 

900.07 

174.14 

69.91 

43.58 

961.69 

45.01 
14.84 
19.91 
4.61 
8.98 
19.40 

1.34 
4.89 
1  .10 
1  .06 
8.43 
1.97 

16.96 
99.31 
1    .05 
10.98 
97.60 
14.91 

55  J8 
54.91 
9.68 
19.99 
56.47 
44.68 

77.7 
199.74 
5.89 

37 J6 
199.91 

75J8 

ToUl 

$1,848.64 

100.00 

1.97 

14.91 

44.68 

75J8 

1  Decrease 
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A  brief  examination  reveals  why  the  increase  in  all  items  con- 
forms so  closely  with  the  increase  in  the  food  budget.  First,  food 
is  much  the  most  important  single  item  of  expense.  Secondly,  its 
preponderating  influence  is  increased  by  assuming  that  changes  in 
miscellaneous  items  always  equal  the  average  of  all  other  articles. 
Thirdly,  it  so  happened  that  changes  in  the  prices  of  clothing  and 
of  housing  when  averaged  together  show  an  increase  approxi- 
mately the  same  as  the  increase  in  the  price  of  food.  These  two 
groups  constitute  approximately  SO  per  cent  of  the  total  budget. 
The  four  groups  mentioned  (food,  clothing,  housing,  and  miscel- 
laneous) make  up  more  than  90  per  cent  of  the  entire  budget.  It 
would  certainly  be  quite  unwarranted  to  assume  that  price  changes 
are  always  going  to  take  place  in  such  a  way  that  the  changes  in 
prices  of  clothing  and  housing  will  always  average  approximately 
the  same  as  changes  in  food  prices.  It  is  even  more  unwarranted 
to  assume  that  miscellaneous  items  change  in  like  manner  and 
degree  with  the  prices  of  the  other  items  of  the  budget.  If,  for 
example,  we  found,  as  is  quite  likely  the  case,  that  miscellaneous 
items  weighted  according  to  importance  in  consumption  increased 
only  10  per  cent,  then  the  cost-of-living  index  for  October,  1918, 
for  New  York,  would  be  only  about  161  per  cent  instead  of  175 
per  cent — a  diff^erence  that  is  by  no  means  negligible. 

The  showing  for  Seattle,  Washington,  is  as  follows: 


Average  Ex- 
penditures 
per  family 

Per 
cent 

Percentage  Increase  over  Dec,  1914 

Group 

Dec. 
1915 

Dec. 
1916 

Aug. 
1917 

June 
1917 

Food 

aothing 

Housing 

Fuel  and  Light 

Furniture,  etc. 

Miscellaneous 

$57638 

240.70 

211.51 

73.19 

73.87 

393.45 

36.75 
15.34 
13.48 
4.66 
4.71 
25.08 

12.75 
1.19 

12.42 

10.19 

8.52 

11.02 

8.46 
11.31 
15.41 

2.93 
27.43 

7.40 

38.65 
86.44 
X0.55 
23.85 
52.29 
31.08 

51.87 
162.26 
16.70 
45.96 
82.67 
49.24 

Total 

91^69.10 

100.00 

11.02 

7.40 

31.08 

49.24 

1  Decrease. 

The  proportion  of  expenditure  for  the  miscellaneous  group  is 
much  larger  in  Seattle  than  in  New  York,  and  for  food  much 
lower.  Clothing  and  housing  are  approximately  the  same  for 
both  cities.  Again  these  four  groups  make  up  more  than  90  per 
cent  and  miscellaneous  items  alone  constitute  more  than  one  fourth 
of  the  entire  budget.     If  investigation  proved  that  the  increase 
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in  the  cost  of  miscellaneous  items  of  expenditure  in  June,  1918, 
over  December,  1914,  was  actually  only  10  per  cent  instead  of 
49.84  as  assumed,  then  the  index  number  for  the  entire  family 
budget  would  be  only  189.46  per  cent  instead  of  149.S4,  a  differ- 
ence of  9.78  points  or  more  than  6^  per  cent  less  than  the  index 
compiled  by  the  Bureau  of  Labor  Statistics  for  the  use  of  the 
Labor  Adjustment  Board.  It  may  be  that  our  present  studies 
will  not  reveal  the  wide  discrepancies  I  have  assumed  for  illus- 
tration, but  we  cannot  expect  either  employers  or  employees  to 
accept  our  index  number  unless  it  reflects  the  actual  price  changes 
weighted  according  to  importance  in  consumption  of  all  the  prin- 
cipal items  of  family  consumption. 

The  wide  variation  in  the  average  family  budgets  of  the  ship- 
yard workers  in  New  York  and  in  Seattle  emphasizes  the  absolute 
necessity  for  establishing  standard  budgets  for  typical  workmen's 
families  composed  of  husband,  wife,  and  three  children  under  fif- 
teen years  of  age.  These  standard  budgets  are  needed  most  urg- 
ently by  the  Wage  Adjustment  Board  for  the  purpose  of  fixing 
wages  so  as  to  insure  a  minimum  of  decency  and  health  to  the 
workers.  After  all  these  years  of  investigation  and  statistical  toil 
in  the  cost-of-living  field,  we  don't  know  clearly  the  difference  be- 
tween the  higher  costs  of  living  and  the  costs  of  higher  living.  By 
examining  the  schedules  carefully  we  could  tell  approximately 
whether  the  Seattle  family  expending  $576.38  per  annum  for  food 
is  sufficiently  well  fed,  but  we  could  scarcdy  tell  whether  the  New 
York  family  spending  $607.02  per  annum  for  food  is  any  better 
fed.  Except  for  food,  scarcely  any  attempts  have  been  made  to 
determine  what  are  proper  standards  of  decency,  health,  and  com- 
fort. We  cannot,  to  save  our  lives,  tell  whether  the  Seattle  family 
with  an  income  of  $1569.10  is  better  or  worse  off  than  the  New 
York  family  with  $1848.64  income.  We  do  know  that  most  work- 
man's families  in  the  United  States  spend  all  their  income.  Does 
that  mean  that  American  families  are  extravagant  or  does  it 
mean  that  they  are  living  at  or  below  the  margin  of  decency  and 
health? 

Standard  budgets  for  the  different  geographical  sections  of  the 
country  giving  due  recognition  to  climatic  differences,  personal 
and  family  idiosyncracies  and  commonly  accepted  differences  in 
social  requirements,  are  indispensable  if  we  are  to  measure  with 
accuracy  changes  in  the  cost  of  living.  We  can  take  the  annual 
budgets  as  we  find  them  in  different  communities  and  measure 


Compiling  an  Index  of  the  Coat  of  Living  115 

changes  in  the  costs  of  these  budgets  from  time  to  time.  But 
changes  in  the  cost  of  an  actual  budget  may  differ  quite  markedly 
from  changes  in  the  cost  of  a  sufficient  budget  properly  balanced. 

It  is  a  task  of  enormous  difficulty  and  of  endless  and  infinite 
detail  to  collect  the  retail  prices  of  the  more  important  articles 
of  family  consumption,  weight  them  according  to  their  importance 
in  consumption  as  determined  by  our  budget  studies,  and  compute 
therefrom  a  refined  index  number  of  cost  of  living.  The  task  is 
not,  however,  impossible  as  I  at  one  time  feared.  In  fact  agents  of 
my  Bureau  have  already  collected  the  prices  necessary  for  the 
computation  of  the  refined  cost-of-living  index  number  for  Wash- 
ington and  Baltimore,  and  the  work  is  well  under  way  in  half  a 
dozen  other  cities.  All  that  is  needed  now  is  about  a  thousand 
competent  clerks  to  carry  through  the  copying,  sorting,  tabula- 
tion, and  computation  of  the  budget  items  and  retail  prices  so  as 
to  make  the  index  number  so  long  yearned  for.  I  here  for  the 
first  time  publicly  proclaim  that  not  only  is  an  index  number  of 
the  cost  of  living  a  theoretical  possibility  but  it  is  a  practical 
fact  in  process  of  coming  into  being  as  rapidly  as  the  Bureau  of 
Labor  Statistics  can  push  the  work  along. 

Once  such  an  index  number  has  been  achieved  it  will  be  neces- 
sary to  bring  it  up  to  date  at  least  every  six  months,  preferably, 
I  think,  every  three  months.  It  will  cost  money  to  do  this.  The 
studies  in  shipbuilding  centers  and  the  present  countrywide  study 
were  undertaken  by  direct  authorization  of  President  Wilson,  and 
were  paid  for  out  of  his  special  fund.  If  the  results  of  these  studies 
are  to  be  fully  realized.  Congress  must  be  awakened  to  the  signifi- 
cance and  value  of  this  information.  Much  larger  appropria- 
tions to  the  Bureau  of  Labor  Statistics  will  be  necessary  to  enable 
the  retail  prices  to  be  collected  and  tabulated  rapidly  enough  and 
frequently  enough  for  the  purposes  of  a  usable  index  number  of 
the  cost  of  living. 

A  word  of  explanation  of  the  methods  used  in  getting  the 
family  budgets  and  retail  prices  seems  necessary.  The  present 
study  includes  large,  medium  sized,  and  small  industrial  towns  lo- 
cated in  the  different  geographical  sections.  AH  but  three  states 
are  represented.  Agents  of  the  Bureau  of  Labor  Statistics  visit 
the  housewives  and  obtain  from  them  at  a  single  interview,  if  pos- 
sible, an  estimate  of  the  quantities  of  the  different  articles  con- 
sumed by  their  families  during  the  past  year  and  the  cost  of  each 
item.    This  seems  absurd.    Not  one  housewife  in  10,000  can  tell 
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you  off-hand  the  quantity  and  cost  of  beef,  pork,  potatoes,  beans, 
cabbage,  hats,  shoes,  shirts,  shirtwaists,  dresses,  suits,  chiffoniers, 
coal,  kerosene,  car  rides,  movie  tickets,  newspapers,  etc.,  which 
her  family  has  consumed  for  an  entire  year.  I  felt  very  sceptical 
of  this  method  of  getting  at  the  cost  of  living.  I  tested  it  out  in 
the  District  of  Columbia  study  by  having  more  than  a  hundred 
families  representing  the  different  income  groups  keep  itemized 
accounts  of  all  expenses  for  a  month.  This  gave  us  an  excellent 
check  on  the  expenditures  for  food,  but  not  for  other  classes  of 
expenditures.  The  two  methods  tallied  very  closely  on  food  con- 
sumption as  to  kinds,  quantities,  and  costs.  This  convinced  me 
that  it  is  possible  to  get  accurate  estimates  of  itemized  family  ex- 
penses by  the  interview  method.  The  family  expense-account 
method  may  perhaps  be  better  but  it  is  of  course  utterly  impos- 
sible because  of  the  time  required.  It  is  also  very  difficult  to  get 
a  proper  representation  of  the  different  income  groups. 

The  expenditures  are  estimates,  but  they  are,  I  am  convinced, 
very  accurate  estimates.  The  housewife  knows  what  she  spent  for 
food  today  and  this  week.  With  the  help  of  an  experienced  agent, 
armed  with  the  Bureau  of  Labor  Statistics  family  budget  schedule 
containing  474  items,  the  housewife  does  estimate  very  accur- 
ately what  she  has  bought  and  what  she  has  paid.  All  discrep- 
ancies are  noted  by  the  agent  and  must  be  explained  or  corrected. 
The  total  family  income  from  all  sources  is  ascertained.  If  the 
income  seems  too  large  or  too  small  for  the  kind  of  work  performed 
by  the  wage  earners,  it  is  checked  with  pay  envelopes  or  the 
wage  rates  paid  by  the  shops.  I  was  asked  by  the  arbitrator  in  a 
wage  hearing  if  the  housewives  did  not  pad  their  expenses  so  as  to 
show  a  higher  cost  of  living  than  really  exists,  for  the  purpose  of 
helping  their  husbands  to  get  a  larger  increase  in  wages.  My 
reply  was  that  it  is  impossible  for  the  housewife  to  fool  our  ex- 
perienced agents.  Our  agents  have  many  checks  on  the  accuracy 
of  the  housewife.  A  padded  budget  of  expenditures  would  be  dis- 
covered at  once  because  of  the  discrepancies  between  income  and 
outgo.  If  income  is  padded,  that  is  checked  by  the  methods  re- 
ferred to  above.  A  few  schedules  have  been  rejected  because  of 
evident  errors.  Above  all,  American  housewives  almost  without 
exception  are  not  only  honest  and  truthful,  but  immensely  inter- 
ested in  going  over  their  expenditures  for  the  purpose  of  finding 
out  where  and  how  the  money  went. 

A  large  number  of  families  are  keeping  daily  expense  accounts 
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for  the  Bureau.  These  expense  records  will  give  us  very  useful 
checks  on  the  family  budgets  for  a  year  obtained  by  interview. 
The  Domestic  Science  departments  in  some  of  our  universities  and 
colleges  are  giving  invaluable  assistance  in  obtaining  these  daily 
expense  records.  Some  of  these  accounts  will  be  kept  for  two 
periods  of  five  weeks  each  at  different  seasons  of  the  year.  Some 
we  hope  to  keep  running  throughout  the  year  with  the  assistance 
of  the  Domestic  Science  students.  These  daily  expense  accounts 
should  give  us  very  valuable  facts  which  will  enable  us  to  check 
and  perhaps  modify  our  family  budgets. 

Granted  that  budgets  obtained  by  interview  are  estimates,  there 
is  no  other  way  under  heaven  of  getting  at  the  cost  of  living  with 
any  possibility  of  accuracy.  The  English  have  just  completed  a 
survey  of  cost  of  living  by  the  questionnaire  method.  Schedules 
were  handed  out  to  housewives  by  the  agents  in  charge  of  the 
employment  offices.  These  were  filled  out  by  the  housewives  with- 
out any  supervision  or  assistance  whatsoever.  Needless  to  say, 
the  information  is  not  detailed  enough  to  enable  a  weighted  budget 
to  be  made  up,  without  which  a  cost-of-living  index  number  is 
utterly  impossible.  For  myself  I  have  no  faith  in  the  question- 
naire method  of  studying  cost  of  living.  I  would  not  bother  to 
tabulate  the  misinformation  gathered  in  that  way. 

Quite  as  important  as  the  obtaining  of  family  budgets  is  the 
obtaining  of  accurate  retail  prices  of  a  sufficient  number  of  the 
more  important  standard  articles  bought  by  the  families  studied 
to  represent  fairly  the  kind  of  articles  consumed  by  these  families, 
so  that  changes  in  prices  of  these  representative  articles  may  be 
translated  readily  and  with  approximate  accuracy  into  changes  in 
family  expenditure.  'The  articles  priced  must  be  accurately  de- 
scribed so  that  in  future  prices  may  be  obtained  of  the  same  article 
or  some  other  article  approximately  identical.  I  am  confident 
that  both  the  family  budgets  and  the  retail  prices  being  secured 
by  agents  of  the  Bureau  of  Labor  Statistics  are  accurate  and 
thoroughly  dependable. 
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COST  OF  LIVING— DISCUSSION 

Irving  Fisher. — I  have  here  two  price  charts  which  may  be  of  inter- 
est to  this  audience.  On  one  I  have  plotted  the  money  in  circulation  and 
in  banks  in  the  country^  and  the  Index  Number  of  the  Bureau  of  Labor 
Statistics^  and  also^  for  comparison^  two  special  index  numbers  made 
for  me  by  Mr.  Charles  A.  Bell  of  the  Statistics  Bureau.  These  last 
are  based  on  a  smaller  number  of  commodities^  chosen  for  their  greater 
responsiveness  to  those  forces  which  cause  price  changes.  One  is  for 
the  country  at  large  and  is  based  on  approximately  200  commodities ; 
the  other  is  for  New  York  City  and  is  based  on  70  commodities. 

As  would  be  expected^  these  two  index  numbers  show  greater  vari- 
ations. Especially  do  they  rise  sooner  and  higher  at  the  time  of  the 
war  than  the  regular  U.  S.  index  number.  There  is  also,  apparently, 
a  closer  correspondence  between  them  and  the  currency  curve. 

The  curve  for  each  of  these  special  index  numbers  is  forked  at  the 
right,  the  upper  line  showing  the  price  level  or  average  excluding  the 
articles  on  which  price  fixing  had  been  practised;  the  lower  and  more 
sluggish  line  showing  the  effect  of  government  regulation.  The  effect 
has,  however,  been  very  slight. 

Turning  to  the  second  chart,  we  see  the  price  curves  during  eight 
important  wars.  The  first,  that  for  the  Napoleonic  War,  which  is 
especially  interesting  as  most  nearly  comparable  to  the  recent  Great 
War,  shows  a  decline  before  the  coming  of  peace.  That  for  the  Civil 
War  shows  a  decline  immediately  after  peace  came.  But  the  figures 
are  for  prices  measured  in  paper.  Translated  into  terms  of  gold, 
prices  showed  no  such  high  rise  during  the  war,  and  no  real  fall  after, 
rather,  indeed,  a  rise,  though  with  variations. 

History,  however,  is  of  little  use  to  us  in  making  predictions  today. 
There  are  many  factors  to  which  history  gives  us  no  clue.  Rather,  a 
close  analysis  of  the  relative  strength  of  the  various  forces,  interna- 
tional to  a  large  extent,  which  will  actually  control  prices  is  the  only 
method  we  have  of  forming  any  opinion  on  future  price  movements. 

Simon  Litman. — In  his  discussion  of  Professor  Royal  Meeker's 
paper.  Professor  Irving  Fisher  placed  before  us  a  chart  sho^inng  the 
upward  movement  of  two  curves,  one  representing  the  amount  of  cur- 
rency in  circulation  and  the  other  the  general  level  of  commodity 
prices,  the  inference  being  that  the  rise  of  the  latter  is  conditioned  by 
the  first.    I  can  not  but  think  that  very  little  is  to  be  gained  by  either 
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the  drawing  or  the  study  of  such  charts.  It  seems  to  me  that  it  is  idle 
to  conduct  searching  inquiries  into  the  relation  between  currency  and 
prices  without  considering  at  the  same  time  credit  instruments  which 
play  a  much  more  important  rdle  than  money  in  modem  business  trans- 
actions. It  is  irrelevant  whether  the  lag  of  the  rise  in  prices  is  two 
months  behind  the  rise  in  the  amount  of  currency^  as  Professor  Fisher 
was  able  to  establish  for  the  United  States^  or  whether  it  is  three 
months^  as  Professor  Nicholson^  by  using  quarterly  periods^  found  for 

England.  Very  little  light  is  thrown^  by  ascertaining  these  facts^  on 
the  fundamental  question  as  to  what  caused  the  rise  in  prices.     A 

chart  like  the  one  presented  by  Professor  Fisher  is  misleading  unless 
it  is  prefaced  by  a  definite  statement  of  its  limitations.  It  is  mis- 
leading because  it  has  all  the  appearance  of  graphically  presenting 
the  reason  for  the  advance  in  prices  while  in  reality  it  may  do  nothing 
else  than  show  the  existence  of  two  concurrent  phenomena^  the  causes 
for  which  must  be  sought  elsewhere. 

It  is  hardly  necessary  for  me  to  discuss  here  what  have  been  some 
of  the  causes^  besides  inflation^  which  have  produced  the  upward  trend 
of  commodity  prices :  the  withdrawal  of  a  large  amount  of  capital  and 
labor  from  productive  occupations^  the  increased  demand  for  many 
commodities^  the  destruction  of  goods  in  the  war  zones  and  on  the  seas 
due  to  the  sinking  of  cargo  laden  ships  by  submarines  and  mines.  It 
is  true  that  these  causes  do  not  lend  themselves  to  plotting  on  charts^ 
but  this  should  not  prevent  one  from  keeping  them  constantly  in  mind 
when  one  deals  with  the  problem  of  war  prices. 

Professor  Royal  Meeker's  painstaking  construction  of  the  Index  of 

the  Cost  of  Living  is  somewhat  impaired  by  the  fact  that  the  laborer's 

provision  basket  does  not  contain  at  any  given  time  all  the  commodities 

which  Professor  Meeker  uses  in  making  his  computations.    Unless  one 

takes  account  of  substitution  and  of  elimination  which  occur  with  the 
advance  in  prices  one  does  not  gain  a  correct  view  of  the  situation. 

The  laborer  and  his  family  may  have  been  consumers  of  eggs^  butter^ 

and  milk  when  certain  prices  for  these  products  prevailed;  but  with 

rising  prices  they  disappear  from  the  workingman's  table^  other  less 

expensive  goods  taking  their  place.     The  difficulties  of  keeping  track 

of  such  changes  are  undoubtedly  greats  but  for  the  sake  of  accuracy 

it  is  worth  while  to  point  them  out;  the  effect  of  these  changes  upon 

the  laborer's  diet  and  upon  his  ability  to  make  both  ends  meet  is 

obvious. 
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Industrial  and  National  Organic  Unity  a  Necessity  for  De- 
veloping Individual  Initiative 

By  Robert  B.  Wolf,  M.E. 
The  Emergencff  Fleet  Corporation 

The  present  labor  unrest  is  the  natural  result  of  diverting  the 
creative  instinct  of  the  workmen  from  co/wtructive  into  destructive 
channels.  The  repressive  form  of  most  of  our  industrial  organi- 
zations is  responsible  for  this  state  of  affairs. 

The  remedy  lies  in  making  our  industrial  organizations  demo- 
cratic so  that  the  workmen  will  have  a  voice  in  the  determination 
of  working  conditions. 

Until  we  have  changed  the  autocratic  character  of  our  indus- 
tries (which  really  dominate  the  political  situation),  it  will  be 
impossible  to  have  a  democratic  society. 

By  a  democratic  society  I  mean  that  form  of  social  structure 
which  encourages  and  aids  the  growth  of  the  creative  spirit  in  man, 
expressing  itself  through  the  trades  and  professions  and  the  or- 
ganized industries. 

This  I  do  not  believe  can  be  accomplished  until  the  executive, 
legislative,  and  judicial  functions  of  the  government  cooperate 
with  the  trades  and  professional  associations  and  industrial  organi- 
zations to  give  greater  opportunity  for  the  free  expression  of  in- 
dividuality. When  this  is  done  we  shall  have  an  organization  of 
society  based  upon  respect  for  the  individual,  which  is  the  only 
true  democracy. 

Not  imtil  the  workman,  however,  is  conscious  of  his  own  part 
in  the  whole  production  process  will  he  become  interested  in  his 
work  and  begin  to  think  and  to  plan  how  to  improve  the  operating 
conditions.  Improvement  implies  change,  but  no  change  can  come 
except  by  expression  of  creative  effort — either  generic  or  individ- 
ual. Generic  change  is  the  kind  exhibited  by  nature  in  all  of  her 
infinite  activities,  and,  as  modem  science  has  conclusively  demon- 
strated, operates  always  according  to  exact  predetermined  law. 

Modem  industry,  however,  while  it  must,  of  course,  conform  to 
the  natural  laws  inherent  in  the  raw  materials,  is  primarily  con- 
cerned with  vndividtud  creative  effort.  Industry  is  artificial  and 
has  to  do  with  conditions  which  do  not  occur  spontaneously  in  na- 
ture; in  other  words,  the  creative  power  which  sustains  our  clvili- 
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zation  and  prevents  it  from  reverting  back  to  nature  resides  in  the 
originating,  selecting,  and  adapting  faculty  of  the  human  intellect, 
but — and  here  is  the  crux  of  the  whole  matter — this  faculty  of 
mental  creativeness  is  not  confined  to  a  few  individuals  who  are  in 
charge  of  our  industries.  It  is  common  to  all  mankind.  Proof  of 
this  statement  lies  in  the  fact  that  the  majority  of  our  industrial 
leaders  have  risen  from  the  ranks. 

What  right  have  we  then  to  expect  a  high  development  of  pro- 
ductive (creative)  effort  when  we  limit  the  intelligent  handling  of 
materials  and  forces  to  the  few  who  autocratically  claim  it  as  their 
right  to  dominate  the  wills  of  others,  especially  when  their,  con- 
tact with  the  actual  work,  because  of  the  increasing  size  of  our 
industrial  organizations,  is  becoming  constantly  more  remote? 
Of  course,  we  must  have  leaders ;  otherwise  there  can  be  no  organi- 
zation, but  leading  is  vastly  different  from  driving.  "Teach,  don't 
boss"  is  a  sign  we  see  posted  in  industrial  plants  quite  frequently 
in  these  days,  and  it  is  one  of  the  healthy  "signs"  of  the  times. 

When  our  industrial  leaders  become  our  industrial  teachers,  then 
will  "the  will  of  man"  be  a  much  greater  factor  in  the  universal 
creative,  plan. 

Just  so  long  as  the  majority  of  workmen  are  using  their  brains 
merely  to  direct  their  bodies  and  are  doing  work  which  requires 
little  or  no  thought,  just  so  long  shall  we  have  industrial  unrest. 
Man  is  not  an  animal,  but  a  free,  self-determining  Tnental  centre  of 
consciousness  who  has  the  power  to  work  with  or  against  the  nat- 
ural law  of  evolution ;  that  is,  covistructively  or  detractively.  If 
he  had  not  this  power,  he  could  not  become  conscious  of  the  law,' 
for  he  must  know  its  negative  as  well  as  its  positive  aspect.  He 
can  only  learn  the  negative,  however,  by  a  process  of  trial  and  er- 
ror. Naturally  then,  without  an  opportunity  of  first-hand  experi- 
mentation in  industries,  there  can  be  no  real  intelligent  industrial 
growth.  The  autocratic  industrial  methods  of  Grermany,  which 
caused  her  notorious  lack  of  inventive  spirit,  have  taught  us  this. 
We  must  not  fail  to  profit  by  the  lesson. 

The  short-sighted  employer  may  prevent  his  employees  from 
using  their  brains  at  their  work,  and,  because  of  this,  hold  their 
compensation  down  to  a  low  level.  There  is  no  advantage  in  so 
doing,  however,  for  the  result  of  the  attempt  to  repress  individual 
initiative  is  simply  to  deflect  creative  power  into  destructive  chan- 
nels. 

This  autocratic  domination  of  the  wills  of  the  workmen,  by 
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preventing  free  self-expression,  is  the  cause  of  practically  all  the 
destructive  forces,  exhibiting  themselves  in  certain  phases  of  Bol- 
shevik! and  I.  W.  W.  movements.  The  creative  process  in  the  in- 
dividual cannot  be  suppressed — ^it  can  only  be  deflected  (per' 
verted)  into  useless  or,  worse  still,  destructive  channels. 

A  comparison  between  the  human  being  and  a  steampower  plant 
illustrates  what  I  mean.  The  internal  energy  of  the  power  plant 
comes  from  properly  bringing  together  fuel,  air,  and  water.  The 
energies  released  from  these  elements  result  in  steam  pressure, 
which  can  be  conducted  to  the  cylinders  of  the  engine.  If,  how- 
ever, the  steam  pipe  leading  to  the  engine  becomes  plugged,  and 
we  continue  to  feed  fuel  into  the  boilers,  we  must  allow  the  steam 
to  escape  and  dissipate  itself  into  the  surrounding  atmosphere. 
The  word  dissipate  is  significant  when  applied  to  men.  If  this 
relief  be  not  provided,  the  accumulated  pressure  will  build  up  and 
the  whole  plant  will  explode  and  destroy  itself,  and  may  destroy, 
at  the  same  time,  many  other  devices  that  are  useful  to  man. 

The  employer  who  closes  the  avenues  to  constructive  work,  by 
preventing  the  employee  from  consciously  expressing  his  individ- 
uality in  his  day's  work,  is  no  more  intelligent  than  the  engineer 
who  shuts  off  the  steam  valve  leading  to  the  engine  and  sits  on  the 
safety  valve  of  the  boiler. 

Natural  laws  must  always  operate,  and  if  disobeyed,  destruction 
is  sure  to  follow.  Providence  gave  to  man  the  power  to  work  with 
the  natural  law  or  against  it,  and  for  this  reason  the  exact  oper- 
ation of  this  law  had  to  be  predetermined.  The  great  law  of  evo- 
lution is  for  man's  benefit,  for  nature  serves  him  in  propor- 
tion to  his  knowledge  and  intelligent  use  of  her  laws.  He  could 
7Mt  increase  his  knowledge  of  the  law,  however,  if  it  changed  from 
day  to  day. 

The  higher  creative  power  in  man  is  a  mental  process,  and  lies 
in  his  intelligent  adaptation  of  means  to  ends.  He  cannot  create 
matter  or  force,  but  once  he  has  learned  how  nature  works,  by 
study  and  conscious  observation  of  the  laws  underlying  natural 
phenomena,  he  can  tell  what  must  be  done  in  order  to  create  com- 
binations of  material  elements  that  do  not  occur  spontaneously. 
This  is  what  the  horticulturist  does.  He  studies  nature's  laws  in 
action  and  then  works  with  them.  For  instance,  the  wonderful 
juicy  peach  of  today  was  literally  created  by  the  specializing  fac- 
ulty of  the  will  of  man.  An  uncultivated  orchard  will  revert,  how- 
ever, to  its  original  wild  state  when  not  attended  by  man.    We  are 
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beginning  to  realize  through  the  aid  of  modem  science  the  truth 
of  the  world-old  proverb  that  "nature  unaided  fails." 

I  will  give  a  different  illustration  from  the  wood-pulp  industry. 
A  number  of  years  ago  the  cooks  who  handled  the  digesters  in 
which  the  wood  chips  are  disintegrated  discovered  the  natural  law 
that,  if  the  strength  of  the  cooking  acid  was  increased,  we  could 
cook  in  a  shorter  time.  Because  of  the  careful  records  kept  by 
our  organization,  this  information,  which  was  available  to  the 
acid  makers,  enabled  them  to  recall  the  fact  that  we  were  able  to 
make  stronger  acid  in  winter  than  we  could  in  smnmer.  From 
this  we  saw  that,  if  we  could  create  by  artificial  means  the  same 
low  temperatures  in  our  absorbing  systems  in  summer  that  we  had 
in  winter,  we  should  have  a  uniformly  strong  acid  all  the  year 
around. 

As  natural  laws  never  change,  we,  of  course,  could  prophesy 
what  would  happen  if  these  temperatures  were  reduced,  but,  what 
is  more  important,  we  could  calculate  the  size  of  the  refrigerating 
plant  needed  to  exactly  reproduce  the  winter  conditions  during  the 
summer  months. 

Because  of  this  accumulated  knowledge  of  natural  law,  we  in- 
stalled a  refrigerating  plant  which  cost  us  nearly  $60,000>  and 
paid  for  it  out  of  the  increased  earnings  in  about  three  months. 

While  I  could  give  many  other  illustrations  of  a  similar  nature, 
this  one  illustrates  what  is  meant  by  the  creative  power  of  the  in- 
tellect, and  how,  while  man  does  not  create  material  substance,  he 
does  create  combinations  of  material  substances  which  could  not 
exist  without  the  aid  of  his  powers  of  observation  and  selection. 

We  cannot  logically  accept  the  point  of  view  that  man's  only 
mission  in  life  is  to  reproduce  his  kind ;  so,  obviously,  his  creative 
power  must  have  another  outlet.  What  other  outlet  can  there  be 
than  that  of  mental  creativeness,  illustrated  above? 

The  more  progressive  manufacturers  are  realizing  this,  as  in- 
dicated by  a  recent  utterance  at  the  Chamber  of  Commerce  meet- 
ing at  Atlantic  City  by  one  of  the  largest  employers  of  labor  in 
the  country.    What  he  said  was: 

"I  believe  that  that  man  renders  the  greatest  social  service  who  so 
cooperates  in  the  organization  of  industry  as  to  afford  to  the  largest 
number  of  men  the  greatest  opportunity  for  self-development  and  the 
enjoyment  by  every  man  of  those  benefits  which  his  own  work  adds 
to  the  wealth  of  civilization," 

This  quotation  indicates  clearly  that  industries  are  beginning  to 
develop  along  truly  educational  lines,  which,  of  course,  means  fur- 
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nishing  men  throughout  the  entire  production  division  with  prog- 
ress records  of  their  own  individual  operations,  as  well  as  educat- 
ing them  to  a  knowledge  of  the  relationship  of  their  work  to  the 
finished  product.  This  is  being  done  in  a  number  of  manufactur- 
ing plants  with  great  success,  and,  furthermore,  it  is  being  done 
in  many  instances  in  cooperation  with  organized  labor.  Naturally, 
this  insures  a  democratic  handling  of  the  situation,  for  the  work- 
men have  a  chance,  through  their  unions,  to  have  a  voice  in  the 
determination  of  the  manufacturing  standards.  The  great  prob- 
lem in  industry  today  is  how  these  organizations  can  be  brought 
to  realize  that  their  members  will  only  attain  industrial  freedom 
and  material  prosperity  when  they  direct  their  main  energies  to 
the  creation  of  wealth  instead  of  to  its  distribution.  Capital  is 
simply  a  medium  through  which  society  can  give  material  compen- 
sation to  the  individual  for  services  rendered.  It  is  an  effect,  not 
a  cause. 

Ex-President  Taft,  in  an  editorial  in  the  Philadelphia  PubUc 
Ledger 9  recently  pointed  out  that :  "Organization  of  labor  has  be- 
come a  recognized  institution  in  aU  the  civilized  countries  of  the 
world.  It  has  come  to  stay ;  it  is  full  of  usefulness,  and  is  neces- 
sary to  the  laborer." 

This  being  the  case,  is  not  the  employer  who  opposes  the  move- 
ment extremely  short-sighted? 

A  manufacturing  industrial  unit  divides  naturally  into  three 
main  divisions — supply,  production,  and  administration.  For  con- 
venience in  presenting  the  subject,  I  have  symbolized  these  divi- 
sions on  the  accompanying  diagrams,  so  it  will  not  be  necessary 
to  incorporate  in  the  text  of  this  paper  a  detailed  description  of 
the  diagrams,  which  are  fully  explanatory  in  themselves.  It  will 
be  noted  that  the  main  function  of  the  admimsiraiion  division  is 
to  provide  an  environment  in  which  the  greatest  possible  number 
of  men  in  the  production^  division  have  the  very  best  opportunity 
to  express  their  individual  creative  power  in  constructive  work. 
And  it  is  the  main  function  of  the  sfipply  division  to  provide  a 
sufficient  quantity  of  the  most  suitable  materials  in  order  that  the 
highest  type  of  organized  creative  power  can  be  developed. 

I  am  using  these  illustrations  from  actual  industry  to  point  out 

1  Broadly  speaking  of  course,  '^production"  covers  all  the  activities  of  the 
organization.  For  the  purpose  of  this  analysis  however  It  Is  used  in  its  re- 
stricted sense  as  applying  to  the  immediate  conversion  of  raw  materials  Into 
the  finished  product 
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what  seems  to  me  is  an  obvious  fact;  namely,  that  as  the  unit  of 
which  the  individual  plant  is  composed  is  the  man,  and  the  unit  of 
which  the  large  corporation  is  composed  is  the  individual  plant  or 
department,  so,  in  the  natural  course  of  evolution,  the  corporations 
must  unite  into  industrial  associations,  which  reflect  their  par- 
ticular kind  of  creative  activity  in  society — society  being  rep- 
resented in  its  organized  aspect  as  government. 

There  is  this  fundamental  difference  between  the  industrial  plant 
and  government;  namely,  that,  while  the  administrative  division 
of  the  industrial  plant  organized  material  substances  by  conscious- 
ly bringing  together  raw  materials  and  men,  the  function  of  the 
administrative  (executive)  branch  of  the  government  is  to  organize 
humanity  by  consciously  bringing  men  into  contact  with  industrial 
organizations.  The  substance  of  which  society  is  composed  is 
man.  Men,  however,  in  order  to  express  their  particular  kind  of 
creativeness,  naturally  associate  themselves  into  varied  types 
of  industries,  so  that  the  industrial  aspect  of  our  governmental 
organization  should  be  represented  by  the  legislative  or  planning 
function. 

Believing  that  the  principles  underlying  industrial  organization 
can  be  applied  to  the  organization  of  political  and  social  structure, 
I  am  taking  the  liberty  of  comparing  the  functions  of  organized 
industry  with  what  it  seems  to  me  can  become  the  functions  of 
organized  society.  In  doing  this  I  realize  that  I  am  trespassing 
upon  economic  ground,  which,  as  an  engineer  and  a  manufacturer, 
I  should  perhaps  know  enough  to  keep  off  of.  I  feel,  however,  that 
the  principles  of  individuality  are  universal,  and  if  we  are  to  or- 
ganize society  to  permit  the  exercise  of  freedom,  it  must  be  done 
according  to  laws  which  are  fundamental  and  capable  of  demon- 
stration in  the  world  of  material  things.  When  we  get  into  the 
mental  realms,  we  must,  of  course,  resort  to  analogy  in  order  to 
clarify  our  conceptions  and  make  them  practical. 

The  first  set  of  diagrams  illustrates  the  principles  of  industrial 
organization,  and,  as  they  are  fully  described  on  the  cuts,  it  will 
be  unnecessary  to  explain  them  further. 

The  second  set  of  diagrams,  which  are  also  fully  described,  sug- 
gest a  way  of  applying  the  same  principles  upon  which  the  indi- 
viduality of  the  industrial  organization  is  built  to  the  individuality 
of  the  government  itself.  The  titles  that  have  been  applied  to 
these  various  headings  are,  of  course,  merely  suggestive,  and  have 
been  chosen  because  they  describe  the  kind  of  function  which  it 
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seems  to  me  should  be  performed  by  the  three  main  divisions  of 
government. 

It  will  be  noted  that  under  each  of  these  headings  I  have  sug- 
gested that  representatives  of  the  three  aspects  of  society  be  in- 
cluded. Man^  of  course,  represents  the  substance  of  which  so- 
ciety is  composed;  industry  (used  in  its  larger  sense)  symbolizes 
the  organization  of  men  under  a  multiplicity  of  different  aspects 
of  creative  activity,  and  government  represents  the  organization  of 
society  to  produce  unity  of  action  within  the  nation. 

While  all  three  of  these  aspects  of  society  are  included  in  each 
of  the  headings,  the  dominant  note  in  each  subdivision  is  indicated 
by  the  one  which  appears  at  the  top.  As  an  aid  to  show  the  re- 
lationships, I  have  numbered  society  1,  industry  S,  and  man  S. 

Is  it  not  true  that  before  we  can  fully  secure  the  initiative  of 
the  workman — ^I  use  the  word  ^Vorkman"  in  its  larger  sense  to  in- 
clude all  of  humanity — ^we  must  conceive  of  the  judicial  function 
of  the  government  as  primarily  adjudging  merit  instead  of  de- 
merit? I  believe  its  main  function  should  be  the  determination  of 
just  reward  for  services  rendered,  for  if  men  were  working  in  an 
environment  which  gave  full  opportunity  for  individual  self-ex- 
pression, there  would  be  very  little  destructiveness  to  punish. 

In  order  that  the  courts  can  function  in  this  way,  however,  the 
legislative  bodies  must  change  their  repressive  character  by  mak- 
ing laws  for  aiding  industrial  development  rather  than  laws  which 
hinder.  When  the  industries  cease  exploiting  humanity  and  rec- 
ognize that  the  basic  reason  for  their  existence  is  to  provide  the 
best  possible  environment  for  the  development  of  mankind,  then 
it  will  be  safe  to  make  the  organization  of  industry  legitimate. 

Of  course,  this  would  not  have  been  a  safe  thing  to  do  until 
humanity  had  been  organized  into  the  trades  and  professions. 
What  has  occurred  in  Germany  is  proof  of  this,  for  in  that  unfor* 
tunate  country  autocracy  captured  industry  and  dominated  it  be- 
fore man  himself  had  learned  to  organize  for  his  own  protection. 
There  is  no  reason  for  believing  that  the  results  would  have  been 
otherwise  in  this  country  if  the  Sherman  anti-trust  law  had  not 
prevented  the  industrial  combinations  from  forming  first.  May  I 
suggest  that  this  is  perhaps  the  reason  for  this  law,  which  has 
now  become  inoperative  by  the  action  of  the  government  itsdf 
when  it  became  necessary  to  marshall  the  creative  forces  of  the 
nation  in  the  great  war  emergency?  To  marshal!  these  forces  the 
government  authorities  did  two  things : 


Securing  the  Imtiative  of  the  Workimm  129 

1.  They  called  upon  the  practical  men,  the  representatives  of 
the  workmen,  the  engineers  and  scientists  to  tell  them  what  to  do 
and  horn  to  do  it.  They  asked  those  men  to  build  up  organizations 
to  direct  the  industrial  operations  of  the  country.  Gradually  this 
group  of  men,  whose  training  had  made  them  masters  of  the  ma- 
terial forces,  began  to  accumulate  information  which  enabled  them 
to  know  what  the  nation's  resources  actually  were.  They  encour- 
aged the  producers  to  organize  into  associations  to  aid  them  in 
making  a  complete  survey  of  the  field  of  resources  and  require- 
ments, and  in  this  way  were  able  to  determine  which  organizations 
had  the  greatest  capacity  to  render  service.  The  legislative  branch 
of  the  government  was  acting  imder  the  direction  of  these  bureaus 
of  industrial  leaders  for  the  simple  reason  that  it  could  not  act 
intelligently  without  them. 

How  can  we  expect  to  get  intelligent  legislation  in  peace  times 
without  this  same  cooperation  between  nationally  organized  in- 
dustry and  the  national  legislative  body? 

8.  The  second  thing  the  government  did  was  to  administer  the 
finances  of  the  country  in  such  a  way  that  credit  was  extended  to 
those  who  were  estimated  to  have  the  greatest  capacity  to  render 
service.  Without  this  executive  power  to  administer  credit  where 
needed,  little  could  be  accomplished  for  it  had  to  be  administered 
for  the  good  of  the  whole  country.  Why  then  isn't  this  a  necessary 
peace-time  executive  function  also? 

With  the  government  administration  of  credit  for  the  benefit 
of  society,  the  interest  charges  would  naturally  be  made  as  light 
as  possible  in  order  to  reduce  the  burden,  and  thereby  stimulate 
creative  enterprise. 

With  legislative  cooperation  to  aid  organized  industry,  and 
judicial  assistance  to  determine  just  compensation  for  services  that 
have  been  rendered  by  individuals,  the  executive  branch  of  the  gov- 
ernment could  administer  credit  for  the  benefit  of  cJl.  Credit  capi- 
tal did  not  exist  until  we  had  associated  enterprise,  and  its  func- 
tion is  to  form  a  medium  through  which  society  can  measure  its 
indebtedness  to  the  individual  for  services  rendered.  It  is  one  of 
the  most  subtle  forces  we  have  at  our  command  for  it  transmits 
mental  impulses  and  therefore  measures  mental  relationships  pri- 
marily. While  we  refer  it  to  gold  in  order  to  give' it  a  material 
basing,  as  it  were,  nevertheless  it  is  so  fluidistic  and  reflective  of 
human  creative  spirit  that  it  can  only  be  expressed  in  symbols 
such,  for  instance,  as  an  entry  in  ledger  or  an  engraved  certifi- 
cate of  indebtedness. 
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I  wish  to  state  right  here  that  I  am  not  in  favor  of  govemmsital 
domination  by  any  particular  political  party.  My  personal  feel- 
ing  is  that  what  has  been  advocated  by  a  certain  type  of  political 
socialism  will  not,  in  any  way,  lead  us  out  of  our  difficulties.  I 
am  an  individualist,  and  believe  in  the  fullest  possible  opportunity 
for  individual  self-expression,  but  I  fed  absolutely  certain  that,  as 
the  individuality  of  the  industrial  organization  must  be  developed 
in  order  to  give  full  opportunity  for  the  development  of  the  indi- 
vidual workman,  so  must  the  individuality  of  the  nation  be  de- 
veloped  if  we  are  to  give  full  opportunity  for  the  development  of 
the  individual  industrial  organizations  and  the  individuals  of 
which  those  industrial  organizations  are  composed. 

The  law  is  always  the  same ;  namely,  that  any  individual  center 
of  consciousness  expressing  life,  in  order  to  express  life  in  its  full- 
ness, must  be  organized  so  that  it  is  conscious  of  its  inner  organic 
unity  and  of  its  outer  environment;  that  is,  what  is  going  on 
within  the  organism  itself  and  of  the  external  effect  of  its  actions. 

The  three  aspects  of  individuality,  as  indicated  by  the  diagrams, 
consist  of,  first,  mbitanccy  then  substance  organized  under  a  muZH- 
plicity  of  individualized  activities,  which  perform  the  special  func- 
tions to  enable  the  whole  to  become  finally  a  conscious  wnity  for 
expressing  itself  in  constructive  service  for  advancing  the  welfare 
of  the  world. 

Surely  an  association  of  nations  based  upon  this  conception  of 
rendering  service  need  not  think  of  a  type  of  internationalism 
which  does  away  with  national  characteristics.  Those  groups 
which  logically  and  naturally  should  work  together  must  form 
themselves  into  individual  societies  or  governments ;  otherwise,  the 
progress  of  the  human  race  will  not  be  individual  but  generic. 
The  individuality  of  the  nation  must  be  just  as  carefully  and  con- 
scientiously developed  as  the  individuality  of  the  plant  in  the 
larger  corporations,  or,  as  the  individucJity  of  the  depcurtment 
within  the  plant  or  the  man  within  a  department.  When  each 
nation  realizes  that  its  growth  in  creative  power  depends  upon 
its  cooperation  with  other  nations  for  the  welfare  of  the  whole 
world,  the  attitude  of  exploitation  which  has  dominated  national 
life  in  the  past  will  disappear,  for  it  will  be  soon  that  the  greater 
the  service  rendered  by  the  nations,  the  greater  the  reward,  and 
that  no  true  growth  can  come  to  any  individual  organism  that 
does  not  recognize  this  principle,  whether  the  organism  be  a  man, 
an  industry,  a  state,  or  a  nation. 
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In  concluding  this  paper,  I  wish  to  state  that  I  am  offering  these 
suggestions  for  developing  national  consciousness,  fully  realizing 
that  the  solution  is  a  problem  of  gradual  evolution  and  can  only 
be  solved  successfully  when  many  minds  are  at  work  upon  it,  each 
completing  and  correcting  one  another.  It  is  the  world-old  ques- 
tion of  the  relationship  of  the  individual  life  to  the  universal  life, 
which,  to  my  mind,  will  not  be  solved  until  we  understand  the  prin- 
ciples underlying  individuality,  that  is,  how  the  greater  life  can 
include  the  lesser  without  hindering,  but  aiding  its  development. 

The  problem  is  not  impossible  of  solution,  however,  for  man  is 
the  product  of  the  whole  evolutionary  movement  and  therefore 
must  contain  the  essence  of  it  within  himself.  He  is  destined  to 
become  conscious  of  his  own  part  in  the  great  plan  of  cosmic  evo- 
lution; for  it  is  only  as  he  conscurmly  reflects  the  universal  life 
that  he  can  understand  its  meaning. 

A  vitalized  form  of  organization  and  order  must  therefore  take 
the  place  of  the  present  unorganized  state  of  society  if  man  is  to 
develop  to  the  full  his  latent  creative  powers. 

Note. — Other  articles  by  Mr.  Wolf,  describing  the  details  of  his  organiza- 
tion may  be  found  as  follows: 

''Making  Men  Like  Their  Jobs,"  System,  Jan.  and  Feb.,  1919. 

"Non-Financial  Incentives,"  Amer.  Society  of  Mechanical  Engineers,  N.  Y. 
City. 

'*The  Creative  Workman,"  Technical  Ass'n  of  the  Pulp  and  Paper  Industry, 
131  East  28d  St.,  New  York  City. 

''Individuality  in  Industry,"  "Discussion  on  Beating  Paper  Stock,"  and 
''Control  and  Consent,"  in  Bulletins  of  the  "Taylor  Society,"  Aug.,  1915,  Oct, 
1916,  and  Mar.,  1917,  "Boxleigh,"  Chestnut  HUl,  Pa. 


A  LEGAL  DISMISSAL  WAGE 

Bt  Edwabd  Alswobth  Ross 
University  of  Wisconsin 

The  old  Russian  Government — ^which  was  a  conspiracy  for  help- 
ing the  great  capitalists  and  landowners  to  hold  down  and  exploit 
the  producing  mass,  though,  to  be  sure,  these  magnates  were  often 
enough  sick  of  the  corruption  and  wickedness  of  the  bureaucracy 
that  safeguarded  their  economic  interests — ^withheld  from  Russian 
workingmen  the  right  to  strike  by  requiring  them  to  give  their 
employer  a  certain  number  of  days'  notice  before  quitting  his  em* 
ploy.  In  order  to  appear  to  ^Hote  fair"  between  labor  and  capital, 
the  old  regime  offset  this  by  a  law  requiring  the  Russian  employer 
to  pay  his  dismissed  employee  for  two  weeks  beyond  the  term  of 
employment. 

After  the  revolution  there  was  an  endeavor  to  enforce  this  law 
and  to  give  the  dismissed  workman  a  right  to  a  month's  wages  in- 
stead of  a  fortnight's  wages.  In  a  number  of  industries  the  month 
of  leeway  was  established  by  joint  agreement.  In  the  typographic 
industry  masters  and  men  agreed  to  a  three  months'  minimum 
term  of  employment.  When  I  was  at  Baku  the  himdred-odd  oil 
firms  were  concluding  an  agreement  with  their  70,000  employees 
which  stipulated,  among  other  things,  that  on  dismissal  an  em- 
ployee should  receive  a  month's  pay  for  every  year  he  had  been  in 
the  service  of  the  firm.  The  employers  made  no  protest  on  this 
point  for  it  simply  made  general  a  practice  which  long  hcul  been 
followed  by  the  best  oil  companies. 

In  some  cases  the  demands  went  pretty  far.  A  large  American 
manufacturing  concern  near  Moscow  was  asked  by  its  men  to  pay 
three  months'  dismissal  wages  for  every  year  of  service.  On  the 
break-up  of  the  office  force  of  a  certain  American  life  insurance 
company  with  headquarters  in  Petrograd  the  men  put  in  a  claim 
for  six  months'  pay  all  around. 

I  do  not  know  how  the  dismissal  wage  idea  has  fared  under  the 
new  industrial  order  in  Russia  and  I  have  little  information  as  to 
its  actual  working  during  the  troublous  time  in  1917  before  the  old 
order  was  broken  up.  But  I  believe  that  it  rests  on  a  sound  prin- 
ciple and  deserves  to  be  seriously  considered  as  a  means  of  stabil- 
izing industrial  relations  in  this  country. 

In  a  mature  and  humane  civilization  great  importance  is  at- 
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tached  to  the  economic  security  of  the  individual.  As  the  civil 
service  develops,  the  public  employee  is  protected  in  various  ways 
against  abrupt  and  undeserved  dismissal.  In  universities  it  is 
customary  to  notify  the  instructor  some  time  in  advance  of  the 
termination  of  his  employment.  The  professor  is  usually  given  a 
year's  notice  or  else  his  salary  is  continued  for  at  least  a  half 
year  after  his  services  are  dispensed  with.  School  boards,  hos- 
pitals, churches,  and  non-gainful  organizations  generally,  feel 
that  it  is  indecent  to  cut  off  a  faithful  servant  without  giving  him 
a  reasonable  time  to  look  around  for  another  place.  Even  from 
private  employers  professional  men  are  usually  able  to  secure  an 
agreement  not  to  end  relations  without  a  month  or  more  of  notice. 

On  the  other  hand,  the  practice  of  American  industrial  employ- 
ers is  really  amazing  in  its  lack  of  consideration  for  the  worker 
found  superfluous.  No  doubt  many  firms  take  a  pride  in  building 
up  and  maintaining  a  stable  labor  force  and  give  serious  attention 
to  the  plight  of  the  man  they  have  to  drop.  But  the  average  em- 
ployer seems  to  give  himself  not  the  slightest  concern  as  to  what 
is  to  become  of  the  worker  let  out  through  no  fault  of  his  own. 
I  have  heard  of  a  firm  long  aware  of  the  necessity  of  curtailment 
waiting  till  half  an  hour  before  the  evening  whistle  blew  to  post  a 
notice  throwing  hundreds  of  men  out  of  a  job  for  an  indefinite 
time. 

Since  Americans  are  not  generally  inhumane,  the  barbar- 
ous ^^firing"  policy  so  characteristic  of  our  industries  can  be  ac- 
coimted  for  only  as  a  revival  from  the  time  of  the  small  concern 
when  the  competent  workman  let  out  could  walk  around  the  corner 
and  get  a  job  just  as  good.  That  such  is  not  the  case  today  may 
be  learned  simply  by  interviewing  a  number  of  workingmen  as  to 
what  loss  of  job  has  meant  to  them.  What  tales  of  tramping  the 
streets  looking  for  work,  of  rushing  hither  and  thither  on  a  rumor 
that  this  firm  or  that  is  taking  on  men,  of  returning  night  after 
night  worn  out  and  discouraged  to  an  anxious  family,  of  the  sharp 
cutting  down  of  household  expenses,  the  begging  of  credit  from 
butcher  and  grocer,  the  borrowing  of  small  sums  from  one's  cro- 
nies, the  shattering  of  the  hopeful  plans  for  the  children!  Here 
are  real  tragedies,  hundreds,  nay  thousands,  of  them  a  year  in 
our  larger  centers,  yet  the  general  public  goes  its  way  quite  un- 
conscious. No  wonder  among  wage  earners  the  bitter  saying  is 
rife:    ^'A  workingman  is  a  fool  to  have  a  wife  and  kids." 

What   of   the   far   greater   number   who    are   employed   con- 
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tinuously  but  who  are  always  worrying  lest  they  lose  their  jobs 
without  warning?  From  conversation  with  wage  earners  one 
gathers  that  fear  of  finding  a  blue  slip  in  the  pay  envelope  really 
poisons  life  for  multitudes.  So  long  as  many  employing  concerns 
move  in  their  present  ruthless  inscrutable  way,  not  deigning  to 
give  their  men  any  advance  hint  of  what  wiU  happen  to  them, 
there  will  be  resentment  and  unrest  in  the  ranks  of  labor,  no  mat- 
ter how  reasonable  the  hours  and  pay. 

The  tragedy  in  the  situation  of  the  wage  earner  in  the  modem 
industrial  organization  has  been  his  insecurity.  Step  by  step  we 
have  lessened  this.  Mechanics  lien  laws  did  away  with  the  risk 
of  losing  his  pay,  postal  savings  banks  with  the  risk  of  losing  his 
savings,  "safety  first"  with  the  risk  of  preventable  industrial  ac- 
cidents, accident  compensation  with  the  risk  of  losing  livelihood 
by  injury  in  his  work,  pensions  with  the  risk  of  a  destitute  old 
age.  The  chief  insecurity  which  remains  is  that  of  losing  one's 
job.  How  can  we  lessen  that?  Establish  for  the  workman  who 
has  been  with  the  employer  long  enough  to  establish  the  presump- 
tion that  he  is  of  value — ^say  six  months — the  legal  right  to  re- 
ceive a  fortnight's  free  wages  when  he  is  dismissed  without  fault 
on  his  part.  This  would  give  him  two  weeks  to  look  about  and 
find  himself  another  job.  Even  if  he  has  nothing  saved  up  and 
no  credit,  it  would  be  a  month  or  more  before  his  family  came  into 
acute  distress.  There  are  few  competent  men  who  cannot  find  a 
job  in  a  month  unless  times  are  hard,  and  during  hard  times  their 
recourse  will  be  an  altogether  different  provision,  namely,  unem- 
ployment insurance.  Still  more  important,  however,  is  the  con- 
sideration that  the  man  who  has  made  good  on  the  job  and  con- 
tinues to  make  good  would  be  relieved  of  the  haunting  fear  of  off- 
hand dismissal.  It  will  not  pay  his  employer  to  fire  him  for  frivo- 
lous reasons,  and  if  business  is  slack  the  men  let  out  will  be  men 
recently  taken  on,  who  have  not  yet  established  the  right  to  the 
dismissal  wage. 

The  dismissal  wage  should  not  be  looked  upon  as  something  held 
back  out  of  wages  which  a  man  will  never  get  unless  he  is  ^^fired." 
It  should  be  regarded  in  the  light  of  the  "compensation  for  dis- 
turbance" which  some  countries  allow  the  evicted  tenant  who  has 
farmed  the  land  well. 

Of  course  the  man  who  "fires  himself'  by  persistent  negligence 
or  misconduct  should  get  no  dismissal  wage,  and  since  an  unscrupu- 
lous employer  might  charge  fault  when  there  is  none,  there  wiU 
have  to  be  local  boards  to  hear  complaints  on  this  score. 
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The  employee  who  quits  of  his  own  free  will  to  take  a  better  job 
or  do  something  else  has  no  claim.  But  since  such  an  employee 
might  ^^soldier"  or  grow  careless  just  in  order  to  get  himself 
^'fired/'  the  employer  must  have  the  right  to  escape  paying  him  a 
dismissal  wage  by  proving  to  the  local  board  that  he  is  ^^soldier- 
ing." As  a  matter  of  fact  no  workman  could  afford  to  get  the 
reputation  among  employers  of  being  that  kind  of  man. 

Until  we  have  accident,  sickness,  and  old-age  insurance,  incom- 
petency arising  from  accident,  sickness,  or  old  age,  would  not,  of 
course,  release  the  employer  from  the  obligation  to  pay  a  dismis- 
sal wage.  The  dismissal  wage  might  be  combined  with  a  system 
of  unemployment  insurance  by  providing  that  the  unemployment 
allowance  should  not  begin  until  the  end  of  the  term  for  which 
free  wages  are  paid. 

The  legal  dismissal  wage  should  not  become  involved  with  strikes 
and  lockouts.  Let  the  rule  be  that  the  striker  has  not  relinquished 
his  job  any  more  than  the  man  who  has  been  absent  on  account 
of  sickness.  When  the  man  resumes  his  job-— whether  on  his  terms 
or  on  the  employer's — ^he  has  whatever  rights  he  had  when  he 
struck.  Only  in  case  he  applies  for  his  job  and  is  refused  is  he 
entitled  to  a  dismissal  wage.    If  he  never  applies,  he  gets  nothing. 

Let  the  lockout  be  looked  upon  as  if  it  were  a  temporary  stop- 
page owing  to  a  fire  or  a  dearth  of  fuel  or  raw  material.  When 
the  men  are  taken  on  again  all  is  as  before.  If  they  stay  away 
they  get  nothing.  If  they  are  refused  their  old  jobs  they  get  the 
dismissal  wage. 

If  the  employer  goes  bankrupt  his  men's  dismissal  wages  con- 
stitute precisely  the  same  kind  of  claim  on  his  assets  as  their  back 
wages. 

Since  an  employer  could  always  avoid  dismissing  a  man  by  cut- 
ting his  wages  to  so  low  a  point  that  the  man  would  quit  of  his 
own  accord,  the  cutting  of  a  competent  workman's  pay  below  the 
^^going"  wage  for  the  time  and  place  should  be  construed  as  dis- 
missal. Likewise  when  an  employee  without  fault  is  reduced  to  a 
lower  position  in  the  works,  or  is  shifted  permanently  to  harder 
or  more  onerous  work,  the  workman  should  have  the  option  of 
staying  on  or  claiming  dismissal  pay  and  leaving. 

What  of  "lay  off"  when,  on  account  of  slack  business,  the  men 
dismissed  are  not  replaced?  Instead  of  dismissing  men,  let  the 
employer  cut  down  hours  uniformly  in  the  shop,  and  not  until  he 
cuts  them  below  half  time  shall  the  men  have  the  option  of  staying 
or  of  taking  their  dismissal  wage  and  leaving.    When  a  man  is 
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laid  off  because  there  is  not  enough  work  to  keep  him  busy  but 
the  job  is  supposed  to  be  held  open  to  him,  let  the  dismissal  wage 
payment  be  strung  out  through  six  weeks.  If  the  employer  has 
him  back  sooner  he  saves  himself  something. 

A  board  to  decide  all  such  questions  should  be  created  in  each 
industrial  community.  One  member  should  represent  employees, 
another  employers,  and  the  third  should  be  named  by  the  State 
Industrial  Commission. 

How  would  the  legal  dismissal  wage  affect  employers?  On  all 
hands  it  is  agreed  that  the  amount  of  labor  turnover  in  American 
industries  is  scandalous.  I  know  of  an  industry  employing  S8,000 
men  which  not  long  ago  hired  and  ''fired"  at  least  that  many  men 
a  year.  Fifty-seven  Detroit  plants  last  year  took  on  and  let  out 
two  and  a  half  times  as  many  men  as  they  carried  on  the  pay 
roll.  Few  employers  have  any  conception  of  what  they  lose  by 
such  a  turnover.  The  inquiries  of  M.  W.  Alexander  show  that 
the  hiring  of  S2,0S1  unneeded  employees  in  twelve  factories  in- 
volved an  economic  waste  of  a  million  dollars,  that  is,  S^  per  cent 
of  the  total  wage  bill. 

The  obligation  to  pay  a  dismissal  wage  would  give  such  em- 
ployers a  motive  to  make  their  practice  conform  to  that  of  those 
thoughtful  and  humane  employers  who  have  brought  their  annual 
turnover  in  some  cases  down  to  SO  per  cent,  with  profit  to  them- 
selves and  contentment  to  their  employees.  They  would  find  it 
paid  to  give  attention  to  human  engineering,  to  instal  employment 
managers  who  would  investigate  why  an  employee  is  doing  badly 
and  would  find  a  way  to  remove  the  cause.  Before  letting  a  man 
go  with  a  fortnight's  free  wages,  they  would  try  him  out  in 
different  positions  or  departments,  in  the  hope  of  finding  the  ri^t 
place  for  him,  or  would  even  provide  him  with  the  instruction 
which  would  enable  him  to  make  good  on  the  job. 

Just  as  the  burden  of  accident  compensation  sinks  to  the  mini- 
mum in  the  case  of  the  employer  who  takes  the  most  pains  and 
goes  to  the  most  expense  to  eliminate  accidents  from  his  mill,  so 
the  burden  of  a  legal  dismissal  wage  will  be  least  on  the  employer 
who  picks  his  men  most  carefully,  tries  them  out  most  speedily, 
and  gives  the  most  care  to  building  up  a  permanent  labor  force. 
By  providing  the  worker  with  an  added  inducement  to  keep  a  good 
job  and  the  employer  with  an  added  inducement  to  keep  a  good 
man,  it  would  tend  to  stabilize  American  industry  and  favor  the 
survival  of  the  types  of  employer  and  worker  society  ou^^t  most 
to  encourage. 


AFTER-WAR  READJUSTMENT:  LIBERATING  GOLD 

By  a.  C.  Milles 
Federal  Reserve  Board 

During  the  past  four  years  gold  has  sustained  a  most  serious 
fall  of  value.  Tested  by  price  levels  in  leading  markets,  it  has 
lost  about  one-half  of  its  purchasing  power  since  the.  beginning 
of  the  European  War.  Never  before  in  its  history  has  gold  ex- 
perienced any  such  change  of  value  in  so  short  a  period  of  time. 
Moreover,  this  great  decline  in  its  value  has  not  been  occasioned 
by  an  increase  in  its  production.  While  the  value  of  gold  has  been 
falling,  its  production  has  been  declining  (the  decline  for  the  year 
1917  being  an  amount  equal  to  7  per  cent  of  the  gold  output  of 
1916,  the  estimated  production  for  1918  being  11  per  cent  below 
that  of  1917).  Contrary  to  previous  experience  it  is  the  fall  in 
its  value  that  has  occasioned  the  fall  in  its  production.  Gk>ld 
mining  has  become  unprofitable,  except  for  the  best  situated  mines, 
because  of  the  diminished  purchasing  power  of  the  dollar. 

So  serious  a  decline  in  the  value  of  the  standard  is  naturally 
calculated  to  awaken  concern.  Unless  the  decline  is  to  be  treated 
as  a  transitory  phenomenon,  there  would  be  reasonable  ground  for 
dissatisfaction  with  the  continued  use  of  the  gold  standard.  Such 
dissatisfaction  was  voiced  even  before  1914,  because  of  the  insta- 
bility that  was  exhibited  by  the  gold  standard.  It  is  not  surpris- 
ing, therefore,  that  in  view  of  the  spectacular  decline  of  the  past 
four  years,  question  should  have  been  raised  as  to  the  continued 
desirability  of  the  gold  standard,  at  any  rate,  unless  some  method 
of  providing  protection  against  its  fluctuations  should  be  made 
a  part  of  it.  Looked  at  from  this  point  of  view  the  immediate 
problem  presented  by  the  gold  standard  is  that  of  restoring  its 
lost  value  and  insuring  the  stability  of  that  value. 

But  this  is  not  the  only  anxiety  that  has  been  occasioned  by  the 
peculiar  behavior  of  gold.  Fear  has  oftentimes  been  expressed 
that  the  vast  financial  and  credit  structure  that  has  been  built  up 
on  the  gold  basis  during  the  last  four  years  is  insecure  because  of 
an  inadequate  gold  reserve,  a  condition  which  it  is  said  threatens 
to  become  worse  with  diminishing  production  of  gold.  The  gold 
standard,  it  is  said,  has  been  put  in  jeopardy  because  the  supply 
of  gold  is  insufficient,  and  heroic  measures  must,  therefore,  it  is 
said,  be  taken  to  stimulate  the  production  ojf  gold.    The  particu' 
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lar  measures  suggested  for  this  purpose  are  the  exemption  of 
gold  mining  from  taxation,  the  granting  of  bounties  to  gold  pro- 
ducers, and,  as  a  much  more  radical  proceeding,  the  diminution  of 
the  gold  content  of  coins. 

Grold  has  fallen  in  its  purchasing  power,  because  it  has  shared 
the  fate  of  paper  from  rising  prices.  Prices  at  wholesale  are 
"up"  about  100  per  cent  or  more  in  leading  markets  in  countries 
where  the  gold  standard  still  obtains. 

Why  are  prices  up,  and  are  they  destined  to  stay  up?  These 
are  obviously  questions  that  must  be  answered  in  undertaking  to 
estimate  the  prospects  of  gold.  Prices  began  to  go  up  in  the 
United  States  about  the  end  of  1916,  partly  in  consequence  of 
heavy  demands  for  goods  for  use  in  the  belligerent  countries  of 
Europe,  and  partly  in  consequence  of  the  easy  credit  conditions 
that  prevailed  in  the  United  States,  and  the  growing  abundance 
of  money  following  the  steady  inflow  of  gold  from  Europe  in  pay- 
ment of  purchases  made  here.  That  movement  continued  through 
the  year  1916,  and  into  the  year  1917.  Prices  steadily  continued 
to  rise.  They  have  gone  on  rising  since  we  entered  the  war,  being 
now  100  per  cent  or  more  above  the  June,  1914,  level  for  whole- 
sale, and  78  per  cent  for  retail,  prices. 

Not  untU  much  patient  and  exhaustive  investigation  has  been 
made  can  it  be  determined,  with  anything  like  satisfactory  ac- 
curacy, to  what  extent  the  great  rise  of  prices,  which  has  taken 
place  in  the  last  four  years,  is  to  be  explained  by  relative  short- 
age of  leading  materials  and  commodities,  and  to  what  extent  it 
is  due  to  the  artificial  abundance  of  money.  No  doubt,  both  fac- 
tors have  been  at  work,  and  the  high  prices  which  have  prevailed 
are  partly  to  be  regarded  as  indicating  "scarcity  values"  and 
partly  as  indicating  inflated  prices.  The  scarcity  prices  will,  no 
doubt,  correct  themselves  and  disappear  as  industry  returns  to 
a  normal  condition.  Inflated  prices,  however,  present  a  more  diffi- 
cult situation.  Their  corrective  must  be  sought  mainly  in  a  dimi- 
nution in  the  volume  of  purchasing  power,  and  must  come  in  the 
United  States  mainly  in  the  liquidation  of  war  business  and  war 
borrowings. 

The  expansion  of  circulating  bank-deposit  credit  in  the  United 
States  during  the  past  four  years  may  be  conservatively  estimated 
at  from  40  to  50  per  cent.  The  amount  of  securities  issued  by 
the  government  in  the  process  of  negotiating  the  great  war  loans — 
in  the  form  of  bonds  and  certificates  of  indebtedness — which  there 
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is  good  reason  for  believing  have  not  yet  been  absorbed  by  perma- 
nent investment,  may  be  estimated  at  six  billions  of  dollars. 

A  considerable  part  of  our  expanded  credit  and  currency  struc- 
ture is  therefore  undoubtedly  to  be  accounted  for  by  the  large 
volume  of  war  securities  being  carried  by  or  in  the  banks.  It  is 
the  considerable  addition  to  the  volume  of  our  currency  and  cir- 
culating bank  credit  thus  occasioned  that  explains  much  of  the 
rise  of  prices  that  we  have  been  experiencing. 

In  the  United  States  prices  are  gold  prices,  all  of  our  paper 
currency  being  interchangeable  with  gold,  and  therefore,  at  a 
parity  with  gold.  In  part,  gold  prices  have  risen  because  of  the 
abundance  of  gold,  our  stock  having  been  increased  by  more  than 
one  thousand  millions  of  dollars  since  1914.  However,  it  is  not 
the  direct,  but  the  indirect,  effect  of  this  gold  that  has  sustained 
the  upward  flight  of  prices.  It  is  the  great  volume  of  circulating 
credit  and  currency  based  upon  it  that  has  put  or  kept  prices  up. 

Are  prices  to  be  kept  up?  Can  they  be  kept  up,  and  will  they 
be  kept  up  ? 

The  fate  of  gold  apd  the  future  of  the  gold  standard  will  de- 
pend mainly  upon  the  answers  given  to  these  questions.  More 
than  this,  the  character  of  the  whole  post-war  period,  and  the  na- 
ture and  length  of  the  readjustments  which  it  is  admitted  must  be 
worked  out,  will  depend  upon  these  answers. 

Gold  will  not  recover  its  lost  purchasing  power  until  prices  de- 
cline. Financial,  credit,  and  business  relationships,  which  have 
been  thrown  into  confusion  by  reason  of  the  rise  in  prices,  will  not 
be  straightened  out  until  the  price  situation  is  rectified.  But  the 
price  situation  will  not  be  rectified  until  the  expansion  of  our 
currency  and  credit  attributable  to  the  buying  of  war  securities 
on  credit  has  been  eliminated,  and  the  volume  of  credit  and  cur- 
rency has  once  more  been  brought  back  to  a  normal  economic 
volume — that  is  to  say,  a  volume  corresponding  to  the  needs  of 
industry  and  trade  for  the  production  and  exchange  of  goods  at 
normal  vcJues. 

The  only  reason  for  doubting  whether  the  existing  gold  stock 
of  the  leading  western  countries  is  sufficient  to  hold  out  the  ex- 
pectation that  the  monetary  practices  associated  with  an  effective 
gold  standard  can  soon  be  resumed,  is  the  doubt  as  to  what  the 
attitude  of  the  leading  countries  of  the  commercial  world  will  be 
toward  a  continuance  of  the  present  inflated  price  structure. 
The  whole  commercial  world  is  on  an  inflated  basis.    The  situation 
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is  worse  in  some  countries  than  in  others;  in  some  the  inflation 
is  a  gold  inflation,  in  others,  it  is  a  paper  inflation;  but  in  all  a 
situation  has  been  produced,  either  by  reason  of  the  abundance  of 
gold  or  the  abundance  of  paper  and  credit  currency,  that  calls 
for  much  the  same  sort  of  general  treatment,  unless  the  present 
inflated  level  of  prices  is  to  be  continued  by  acquiesence  of  the 
leading  countries.  It  is  doubtful  whether  any  one  country  could 
move  very  far  or  very  rapidly  without  affecting  others  in  ways 
that  would  probably  be  regarded  as  detrimental  and  inimical. 

The  price  problem  is  an  international  or  world  problem,  and  the 
same  may  be  said  of  the  problem  of  gold.  Gold  will  not  recover 
its  lost  value  until  present  inflated  prices  disappear.  Action  by 
any  one  country,  however,  in  proceeding  to  rectify  its  price  situ- 
ation would  probably  do  much  to  focus  international  attention  on 
the  problem  and  to  suggest  the  advisability  of  taking  similar  ac- 
tion. Indeed,  the  recent  reports  of  the  British  Committee  on 
Currency  and  Foreign  Exchanges  After  the  War  and  of  the  Com- 
mittee on  Financial  Facilities  of  Trade  After  the  War  show  that 
the  matter  is  having  the  studied  attention  of  the  most  competent 
authorities  in  Great  Britain,  and  that  there  is  unanimity  in  the 
opinion  that  the  restoration  of  an  effective  gold  standard  is  one  of 
the  best  forms  of  protection  against  a  further  increase  of  infla- 
tion. It  may  be  added,  it  is  also  one  of  the  best  remedies  for  the 
inflation  which  already  exists. 

If  policies  and  views  in  our  own  and  other  leading  commercial 
countries  run  in  favor  of  reducing  price  levels  by  a  process  of 
liquidation  and  contraction,  there  is  nothing  at  all  to  fear  from 
the  present  diminished  production  of  gold.  The  restoration  of 
the  gold  standard  and  the  monetary  practices  associated  with  it 
in  the  leading  gold  standard  countries  could  soon  be  resumed,  thus 
restoring  gold  to  the  exercise  of  its  important  prewar  function, 
namely,  that  of  regulating  through  its  international  flow  price 
levels  in  the  different  countries  in  accordance  with  international 
conditions  of  demand  and  supply,  a  function  which  has  been  pretty 
much  in  abeyance  throughout  the  last  four  years.  But  even  if 
only  moderate  progress  should  be  made  in  liquidation  of  war 
credits  and  much  of  the  present  inflation  in  the  western  world  be 
continued,  there  is  nothing  in  the  present  diminished  production 
of  gold  that  need  awaken  serious  concern,  much  less  alarm,  and 
least  of  all  in  the  United  States. 

Much  as  I  believe  that  the  permanent  economic  interest  of  the 
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United  States  and  of  the  nations  with  which  we  have  been  asso- 
ciated require  that  the  inflation  produced  by  the  war  should  be 
cured  by  a  diminution  of  banking  liabilities,  I  still  believe  that  the 
supply  of  gold  possessed  and  controlled  by  them  is  large  enough 
to  supply  a  banking  reserve  adequate  to  maintain  an  effective  gold 
standard,  if  the  light  thrown  by  the  experience  of  the  war  upon 
the  ability  of  a  given  unit  of  metallic  reserve  to  sustain  a  much 
larger  volume  of  credit  than  was  assumed  in  prewar  days  may 
be  taken  as  a  guide  in  the  future,  provided  that  the  supply  be 
redistributed,  and  that  some  of  the  monetary  practices  begun 
during  the  war,  which  have  resulted  in  great  economy  in  the  use 
of  gold,  be  continued. 

Following  the  classic  example  of  England,  the  gold  standard 
countries  before  the  war  pretty  generally  pursued  the  policy  of 
maintaining  a  considerable  volume  of  gold  coin  in  actual  circula- 
tion, "No  gold  standard  without  a  gold  currency"  represented 
the  orthodox  view.  During  the  war  the  policy  of  concentrating 
the  gold  scattered  in  the  channels  of  circulation  and  the  pockets 
of  the  people  into  great  reserve  institutions  has  been  systematic- 
ally followed  with  results  that  are  reflected  in  the  vast  increase  in 
the  gold  holdings  of  our  Federal  Reserve  Banks  and  many  of  the 
central  banks  in  other  countries,  at  a  rate  far  in  excess  of  the 
annual  output  of  gold  from  the  mines.  Gold  holdings  of  the 
world's  fifteen  principal  banks  of  issue  increased  from  $3,646,- 
000,000  in  July,  1914,  to  $6,268,000,000  in  November,  1918,  a 
gain  of  $2,600,000,000  or  more  than  $800,000,000  in  excess  of 
the  total  new  gold  taken  from  the  mines  during  this  period.  It 
does  not  seem  probable  that,  for  many  years  to  come,  if  ever,  there 
will  be  a  return  to  the  old  practice  of  maintaining  a  large  body  of 
gold  in  circulation.  The  gold,  which  has  been  concentrated  in  the 
great  reserve  and  note-issuing  banks,  is  likely  to  be  kept  there. 
The  gold  standard  will  henceforth  be  dissociated  from  the  wide- 
spread use  of  gold  in  circulation.  The  problem  of  maintaining 
an  effective  gold  standard,  therefore,  becomes  more  than  ever  a 
problem  of  banking,  and  especially  one  of  the  management  of  the 
reserve. 

Considering  the  great  importance  of  the  subject  and  the  length 
and  variety  of  the  experience,  it  is  surprising  how  little  there  is 
that  can  be  called  a  science  of  banking  reserves.  Not  only  has 
there  been  great  diversity  of  practice  among  leading  gold  stand- 
ard countries  with  reference  to  reserves,  but  there  has  also  been 
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more  or  less  diversity  of  opinion  on  the  subject  in  each  of  the 
principal  countries.  More  than  that,  if  we  compare  the  fifteen 
years  preceding  the  outbreak  of  the  war  with  earlier  periods  of 
similar  length,  we  find  that  there  was  a  marked  tendency  of  re- 
serve ratios  to  rise  with  the  increase  in  the  production  of  gold  since 
the  beginning  of  the  century.  More  and  more  have  the  great 
banks  become  repositories  of  gold,  a  large  part  of  the  new  gold 
taken  from  the  mines  having  found  its  way  into  the  banks,  there 
constituting  more  or  less  of  a  dead  asset.  Reserve  ratios  in  lead- 
ing banking  systems  seldom  ran  so  uniformly  high  as  during  the 
period  1900-14;  indeed,  they  were  so  high  as  probably  to  be 
regarded  from  an  economic  point  of  view  as  in  excess  of  reasonable 
requirements. 

The  contingencies  against  which  a  banking  reserve  of  gold  was 
required  in  prewar  times  may  be  set  down  as  three:  (1)  to  main- 
tain the  parity  of  internal  circulation  with  gold  by  freely  pro- 
viding gold  to  meet  a  foreign  drain;  (S)  the  psychological  func- 
tion of  inspiring  confidence  in  the  strength,  stability,  and  safety  of 
a  country's  financial  and  credit  system;  and  (S)  to  provide  a  store 
of  purchasing  power  for  use  in  times  of  national  emergency,  such 
as  war. 

Of  these  functions,  the  first  is  by  far  the  most  important  from  a 
banking  and  economic  standpoint.  It  must  be  mainly  by  its  ability 
to  provide  gold  for  meeting  and  thereby  correcting  an  adverse  bal- 
ance of  trade  that  the  adequacy  of  the  banking  reserve  carried  in 
any  country  of  centralized  reserves  must  be  tested.  It  is  of  course 
through  the  medium  of  changes  in  the  amount  of  its  banking  re- 
serve— ^flowing  out  and  diminishing  when  the  balance  is  adverse, 
fiowing  in  and  increasing  when  the  balance  is  favorable — that  the 
general  price  level  in  gold  standard  countries  is  kept  in  proper  re- 
lation to  the  world  level  of  gold  prices;  prices  falling  as  an  ad- 
verse balance  is  in  process  of  correction  through  an  outflow  of 
gold  and  rising  as  a  favorable  balance  is  in  process  through  an 
inflow.  Looking  at  the  matter  of  reserves  from  the  economic  point 
of  view,  the  adjustment  of  the  volume  of  a  country's  credit  and 
banking  currency  to  what  is  necessary  to  maintain  prices  at  their 
proper  economic  level  may  be  described  as  the  most  important 
function  of  a  nation's  banking  reserve.  The  gold  of  the  world 
and  the  new  gold  as  it  comes  from  the  mines  is  constantly  in  pro- 
cess of  distribution  and  redistribution.  It  is  thus  that  the  inter- 
national price  level  is  maintained  or  rectified  in  accordance  with 
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underlying  conditions  governing  the  equation  of  international  de- 
mand and  supply  of  the  different  countries.  As  such,  the  gold  re- 
.  serve  is  an  economic  regulator  of  the  very  first  importance.  It  is 
a  method  of  testing  the  character  and  volume  of  a  country's  credit 
and  currency  and  so  keeping  it  from  getting  out  of  line  with  eco- 
nomic requirements,  particularly  in  relation  to  world  conditions. 
As  regards  this  function  of  a  regulator,  it  seems  obvious  that  it  is 
not  the  .absolute  level  of  the  reserve  ratio  that  is  significant,  but 
the  variations  in  it  which  take  place.  The  decline  of  an  absolutely 
low  reserve  ratio  will  serve  just  as  well  to  indicate  an  undue  growth 
of  banking  liabilities  as  the  decline  of  a  higher  one.  Indeed  there 
is  much  warrant,  especially  in  view  of  recent  war  experiences,  to 
justify  the  opinion  that  a  reserve  of  moderate  height  is  a  more  sen- 
sitive indicator  and  therefore  a  better  regulator  of  banking  opera- 
tions than  one  of  greater  height. 

With  respect  to  the  fimction  of  providing  gold  to  meet  foreign 
demands,  it  is  the  absolute  quantity  of  gold  held  under  banking 
control,  rather  than  the  reserve  ratio,  that  counts.  The  concen- 
tration, therefore,  of  the  bulk  of  the  stock  of  monetary  gold  in  all 
the  leading  countries  under  banking  control  means  a  great  exten- 
sion of  the  facilities  for  the  international  mobilization  of  gold — 
the  loss  of  a  given  amount  from  a  large  reservoir  of  gold  bulking 
as  a  lesser  loss  than  the  same  amount  from  a  smaller  reserve,  even 
though  the  reserve  ratio  in  the  latter  case  was  in  first  instance 
higher  than  in  the  former.  The  gold  strength,  for  example,  of  the 
Federal  Reserve  System  internationally  considered  is  to  be  found 
in  our  holdings  of  more  than  two  thousand  millions,  quite  irrespec- 
tive of  what  the  reserve  percentage  of  the  system  as  a  whole  might 
happen  to  be  at  any  moment.  The  loss  of  what  in  prewar  days 
would  have  been  considered  a  very  serious  drain  can  now  be  faced 
with  comparative  equanimity. 

With  respect  to  the  national  emergency  function  of  the  reserve 
— that  is,  making  provision  by  the  accumulation  of  something  like 
a  national  gold  hoard  against  the  vague  contingencies  of  inter- 
national politics — ^much  will  depend  in  the  future  upon  the  basis 
on  which  the  affairs  of  the  world  are  to  be  re-ordered  as  a  result  of 
the  peace  settlement.  If  the  League  of  Nations,  reduction  of 
armaments,  and  the  like  become  realities,  then  the  accumulation 
of  hoards  of  gold  under  the  impulse  of  national  fears  or  ambitions 
must  be  suffered  to  go  the  way  of  other  outworn  practices.  Thus 
win  the  functions  of  banking  reserves  be  reduced  more  nearly  to 
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the  purely  economic  requirements  and  reserves  which  have  been 
thought  to  be  inadequate  in  the  past  be  quite  adequate  in  the 
future. 

As  regards  the  vague  function  of  inspiring  public  confidence, 
the  matter  is  mainly  one  of  psychology.  A  reserve  is  adequate  if 
it  is  thought  to  he  adequate.  The  events  of  the  last  four  yean 
have  thrown  the  matter  of  the  importance  of  a  banking  reserre 
from  the  psychological  standpoint  into  a  diminishing  perspective. 
Not  the  least  of  the  remarkable  financial  by-products  of  the  war 
has  been  the  ease  with  which  popular  expectation,  confidence,  and 
practice  have  adjusted  themselves  to  the  substitution  of  fiduciary 
notes  for  gold  currency.  That  the  spirit  of  patriotic  fervor  in 
war  times  has  had  much  to  do  in  inducing  this  change  of  attitude 
is  unquestioned.  The  fact  that,  even  in  countries  which  suspended 
specie  payment,  there  has  been  no  premium  on  gold  or  discount  on 
paper  has  also  had  much  to  do  with  breeding  a  spirit  of  indiffer- 
ence. It  seems  not  unlikely  that  a  permanent  impression  has  been 
made  upon  monetary  habits  as  a  result  of  the  war,  which  will 
give  to  the  large  reserve,  as  a  means  of  inspiring  confidence  in  the 
integrity  and  solidity  of  a  country's  financial  system,  a  steadily 
diminishing  importance  in  the  future.  Suggestion,  experience, 
and  education  have  much  to  do  with  this  sort  of  matter.  Just  as 
prejudice,  ignorance  and  habit  had  much  to  do  with  reserve  ideas 
and  practices  before  the  European  War,  now  that  a  definite  break 
with  the  past  has  been  made  new  ideas  and  more  economical  and 
rational  practices  will  stand  a  better  chance  of  acceptance.  A 
considerable  revision  of  monetary  and  reserve  practices  seems  not 
an  unlikely  result  of  the  financial  experience  of  the  war  and  the 
immediate  necessities  of  the  after-war  situation. 

The  United  States  is  in  an  exceptional  position  for  taking  the 
initiative  in  revising  banking  practices  along  more  economical  and 
rational  lines:  (1)  because  of  our  assured  creditor  position;  (S) 
because  of  our  imprecedented  gold  position;  (3)  because  of  our 
great  banking  and  financial  strength. 

We  are  a  creditor  nation  to  the  extent,  if  not  at  the  moment, 
at  no  distant  time  in  the  future,  of  five  hundred  million  dollars  a 
year.  We  have  increased  our  stock  of  gold  since  the  beginning  of 
the  European  War  by  fully  60  per  cent.  At  the  same  time  by  the 
Federal  Reserve  Act,  we  have  reorganized  our  banking  reserve  in 
such  a  way  as  greatly  to  economize  its  use  and  efficiency,  making 
our  banking  position  as  a  whole  one  of  far  greater  strength  and 


After-War  Readjustment:    Liberating  Gold  146 

safety  than  ever  before.  More  than  two  thousand  millions  of 
gold  concentrated  in  the  hands  of  the  Federal  Reserve  Banks  con- 
stitutes it  the  greatest  gold  reserve  the  world  has  ever  known. 

We  are,  therefore,  in  a  matchless  position  to  assume  the  func- 
tion of  a  free-gold  market,  a  function  which  the  world  in  the  pro- 
cess of  economic  readjustment  and  recovery  will  sorely  need. 
There  must  somewhere  be  a  market  in  which  claims  can  be  estab- 
lished in  gold  with  a  certainty  that  they  can  be  cashed  in  gold 
and  that  gold  will  be  forthcoming  for  foreign  shipment.  What- 
ever might  have  been  said  in  justification  of  the  embargo  on  gold 
shipments,  which  the  United  States  in  common  with  the  other  bel' 
ligerent  nations  have  practiced  as  a  matter  of  admitted  military 
necessity,  the  embargo  should  be  lifted  at  the  earliest  practicable 
moment;  that  is,  as  soon  as  our  international  financial  relation- 
ships are  such  that  we  are  no  longer  under  the  necessity  of  taking 
care  of  adverse  balances  of  the  nations  with  which  we  have  been 
associated  in  the  war  arising  out  of  their  trade  with  neutral 
countries. 

We  must  deal  with  our  great  gold  stock  in  a  spirit  of  liberality. 
We  have  far  more  gold  than  we  need  to  do  our  money  and  bank- 
ing work.  The  surplus  was  obtained  from  other  countries  largely 
because  of  their  necessities.  They  need  it  back  in  order  to  effect 
the  restoration  of  their  finances,  more  particularly  to  insure  the 
resumption  and  maintenance  of  gold  payments.  We  should  not 
hesitate  to  part  with  much  of  it  if  we  could  have  the  assurance  that 
the  countries  receiving  it  would  proceed  to  lift  their  embargoes  and 
restrictions  and  deal  in  the  future  with  gold  in  the  spirit  of  the 
new  international  reciprocity  which  is  expected  to  be  one  of  the 
consequences  of  the  war. 


AFTER-WAR  READJUSTMENT:    LIBERATING  GOLD-DIS- 
CUSSION 

Eli8ha  M.  Friedman. — ^There  are  three  statements  in  Dr.  Miller's 
presentation  which  merit  discussion: 

1.  The  paper  of  Germany  was  at  a  discount  with  respect  to  gold 
while  that  of  France  and  Great  Britain  was  not. 

2.  The  Federal  Reserve  System  has  been  patterned  too  much  after 
German  banking  models. 

3.  We  ought  to  release  our  mobilized  gold. 

1.  There  have  appeared  statements  to  the  effect  that  French  and 
Italian  paper  were  at  a  discount  with  respect  to  gold.  But  the  vital 
distinction  between  the  weakness  of  German  finance  as  compared  to 
that  of  the  Allied  Powers  is  that  the  latter  had  a  great  financial  re- 
serve to  draw  on^ — ^the  loans  raised  in  the  United  States  while  it  was 
neutral^  and  the  government  credits  extended  after  it  entered  the 
conflict. 

Our  entry  into  the  war  solved  the  financial  difficulties  of  the  Allies. 
The  United  States  Government  advanced  credits  to  cover  purchases 
made  here.  The  financial  strength  of  our  associates  in  the  war  was 
derived  from  their  affiliation  with  the  United  States^  just  as  Germany's 
weakness  consisted  in  her  isolation.  The  increase  in  her  paper  money 
and  the  decline  in  the  ratio  of  gold  to  notes  was  not  very  different  from 
that  of  either  France  or  Italy. 

The  difference  contains  a  post-war  moral,  the  value  of  cooperation 
in  the  attempt  to  reestablish  international  credit. 

2.  The  statement  that  the  Federal  Reserve  System  has  developed 
along  German  lines  is  subject  to  qualification. 

The  outstanding  feature  of  the  German  banks  is  the  alliance  be- 
tween industry  and  the  banks.  The  Norddeutscher  Lloyd  and  the 
Deutsche  Bank^  the  Allegemeine  Electricitaets  Gesellschaft,  and  the 
Berlin  Handelsgesellschaft  are  illustrations  in  point.  The  banks  in 
each  case  function  as  underwriters  and  issue  the  securities  of  the  re- 
lated industry.  By  contrast,  our  Federal  Reserve  members  are  more 
strictly  banks  of  deposit^  like  the  British  and  French  banks.  How- 
ever, the  English  think  so  well  of  the  union  of  industry  and  finance 
that  they  founded  the  British  Trade  Corporation  to  secure  the  benefits 
thereof.  As  for  the  French^  Deputy  Victor  Boret,  in  his  Credit  de 
Detnain,  laments  the  rigidity  of  the  French  banking  system  and  lauds 
the  elasticity  of  the  German.  Eugene  Le  Tailleur,  author  of  Pour 
Renaitre  and  of  Vers  la  Democratie  Nouvelle,  says,  "The  nameless 
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barbarism  of  German  militarism  should  not  let  ns  forget  that  Ger- 
many represents  a  stage  superior  to  our  own  in  economic  organization^ 
and  that  she  has  so  far  surpassed  us  on  the  road  of  industrialization 
that  we  shall  be  obliged^  whether  we  will  or  no^  to  become  inspired  by 
her  methods." 

No  less  an  authority  than  Sir  Edward  H.  Holden  of  the  London 
City  and  Midland  Bank^  in  his  annual  report  for  1918^  praised  the 
organization  and  functioning  of  the  Federal  Reserve  System. 

Again^  as  far  as  the  gold  policy  is  concerned^  not  alone  Germany^ 
but  the  entire  Continent  made  it  a  point  to  conserve  its  gold  supply. 
Figures  of  the  excess  imports  over  exports  of  gold  for  the  decade  1908- 

12  were—  ''^l"^'^!] 

For  Germany    $840^38,000 

For  France    676,592,000 

For  Italy   98,037.000 

The  Federal  Reserve  System  was  established  almost  at  the  beginning 
of  the  Great  War.  Its  development  took  place  under  abnormal  con- 
ditions. As  a  war-time  expedient  the  Federal  Reserve  System  followed 
the  peace-time  policy  not  of  Germany  but  of  the  Continent. 

8.  As  for  an  after-war  gold  policy^  we  ought  to  hold  on  to  our 
mobilized  gold  until  and  unless  we  know  what  the  policy  of  the  other 
powers  is  to  be.^ 

There  are  two  reasons  for  this  course.  We  entered  the  war  for  no 
selfish  gain.  As  Mr.  Wilson  put  it,  "We  ask  nothing  for  ourselves  that 
we  would  not  ask  for  all  the  nations."  Selfish  schemes  may  be  thrust 
forward  by  some  of  the  nations  at  the  peace  table.  Controlling  one 
third  of  the  world's  gold  supply^  the  plea  of  America  for  a  sane  inter- 
nationalism may  not  fall  on  deaf  ears.  It  might  be  advisable  to  take 
no  action  on  our  gold  policy  until  the  Peace  Conference  has  closed  its 
negotiations.  A  second  reason  is  that  if  international  credit  is  to  be 
reorganized,  it  will  probably  be  as  a  result  of  some  joint  action  by  the 
Powers.  We  should  therefore  consider  ourselves  trustees  until  a  com- 
mon financial  policy  and  an  international  financial  organization  is 
developed. 


iThe  CunlifFe  Report  recommends  that  England  build  up  a  "normal  mini- 
mum central  reserve"  of  three-quarters  of  a  billion  dollars. 


THE  FUTURE  OF  THE  GERMAN  MARK 


By  J.  E.  RovENSKY 
National  Bank  of  Commerce  in  New  York 

Substantially  all  the  commercial  countries  of  the  world  are  to- 
day (December  28,  1918)  more  or  less  off  the  gold  monetary  basis. 
International  exchange  is  to  a  large  extent  subject  to  arbitrary 
regulation — the  most  effective  measure  being  the  inter-govem* 
mental  loans  that  have  been  negotiated  between  the  Allies.  To 
the  extent  that  international  exchange  is  free  of  such  regulation, 
it  may  be  said  to  be  not  on  a  gold,  but  on  a  commodity,  basis. 
The  exchanges  had  not  reached  the  levels  that  probably  would 
have  resulted  from  a  full  play  of  the  commodity-basis  principle 
when  the  war  ended.  Exchange  rates,  although  one  of  the  most 
sensitive  instruments  of  trade  when  the  fluctuations  are  within 
customary  levels,  have  displayed  at  times  during  the  last  four 
years  a  certain  immobility  and  lack  of  full  response  to  trade  con- 
ditions that  can  only  be  explained  by  people's  habit  of  thought 
and  trade  customs.  Gold  has  retained  its  place  in  the  people's 
thought  as  the  ultimate  measure  of  values,  even  when  commodi- 
ties have  been  the  basis  of  international  payments.  And  paper 
money,  nominally  redeemable  in  a  fixed  weight  of  gold,  has  in 
many  cases  been  kept  much  closer  to  gold  par,  both  in  domestic 
and  in  international  exchange,  than  was  warranted  either  by  the 
prospects  of  gold  redemption  or  by  the  course  of  international 
commodity  shipments. 

The  following  table  shows  the  range  of  exchange  fluctuations  at 
New  York  during  the  war : 

Rates  for  Bankers  Sight  Drafts 


High 


England  556   (Aug.  1,  1914) 
France  460  (July  30,  1914) 
Italy  490  (July  31,  1914) 
Switzerland  3.84  (May  30,  1918) 
Holland  51%   (July  22,  1918) 
Sweden  47.50  (Nov.  3,  1917) 
Norway  38.00  (Nov.  9,  1917) 
Denmark  33y2  (Dec.  1,  1917) 
Spain  30.75  (Apr.  16,  1918) 


Low 


7/27/14 


^ 


4.50  (Sept.  1,  1915) 
6.07ya  (Apr.  13,  1916) 
9.16  (May  37,  1918) 
SMVi  (^Ar.  9,  1915) 
39  5/16  (Apr.  15, 1915) 
94.98   (Feb.  94,  1915) 
94.93   (Feb.  94,  1915) 
94  1/8  (Feb.  94,  1915) 
18.60  (July  9,  1915) 


19/94/18 


4.99 

4.7580 

5.14  3/8 

5.45y, 

5.16% 

6.36 

5.14  3/8 

4.80 

401A 

49M, 

a 

99.40 

a 

98  JO 

96  7/8 

97 

« 

90.05 

*  Rates  unavailable. 

The  rapidity  with  which  exchange  rates  have  moved  toward 
normal  levels  since  the  end  of  the  war  is  most  remarkable.    Be- 
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tween  October  1  and  November  18,  1918,  we  witnessed  the  fol- 
lowing changes: 


Country 

Oct  1 

Nov.  20 

Per  cent  of  Change 

Per  cent  of  par 

England 

4.7655 

4.765 

—  .001049% 

97.914% 

France 

5.46 

5.4535 

+  .0137% 

95.958% 

Italy 

6.35 

6.35 

0  -  -  0  -  - 

81.601% 

Switzerland 

4.69 

4.95 

—  5.543% 

104.673% 

Holland 

.47 

.4395 

—  10.1063% 

105.099% 

Sweden 

32 

.9800 

+  19.50% 

104.477% 

Norway 

.9950 

.9750 

—  6.779% 

109.611% 

Denmark 

.3890 

.9680 

—  7.966% 

100--% 

Spain 

S225 

.9000 

+  10.119% 

103.696% 

1 

To  a  large  extent  sentiment  and  foresight  on  the  part  of  inter- 
national bankers  caused  the  movements  in  the  neutral  exchanges, 
although  the  immediate  prospect  of  less  restricted  shipping  also 
played  an  important  part.  The  Allied  countries  moved  the  least 
— the  exchanges  there  are  more  or  less  linked  with  ours  and  fur- 
thermore are  in  complete  control  of  their  respective  governments. 

Notwithstanding  this  rapid  progress  toward  normalization,  the 
prospects  are  that  exchange  on  a  large  part  of  the  commercial 
world  will  remain  upon  a  commodity  basis  for  some  time.  The 
United  States  and  Japan  are  now,  in  my  opinion,  in  a  position  to 
permit  the  free  movement  of  gold  if  it  were  not  for  the  financial 
cord  that  binds  them  to  the  Allies.  England  also  should  shortly  be 
able  to  permit  the  free  movement  of  gold,  with  France  following 
closely.  Resumption  on  the  part  of  the  other  Allied  countries 
(excluding  Russia  and  the  minor  countries)  may  be  somewhat 
slower,  but  should  present  no  great  problems.  This,  however,  can- 
not be  said  of  the  enemy  countries,  and  the  problems  presented  by 
their  situation  range  from  mere  hope  to  utter  despair. 

We  may  ignore  the  problems  of  Turkey  and  Bulgaria — they  are 
practically  of  no  importance  to  the  commercial  world — and  con- 
fine ourselves  to  those  of  Austria  and  Germany.  Austria  has 
disintegrated  into  a  number  of  nations,  each  of  which  will  un- 
doubtedly assume  its  share  of  the  prewar  debt,  but  most  of  which 
will  also  undoubtedly  refuse  to  assume  any  part  of  the  war  debt. 
This  will  leave  the  extra  burden  of  the  war  loans  resting  upon  the 
German  part  of  Austria  and  Magyar  Hungary.  The  tremendous 
expansion  in  the  volume  of  currency,  being  based  either  indirectly 
or  directly  upon  advances  made  by  the  Austro-Hungarian  Bank 
to  the  government  during  the  war,  will  fall  upon  the  German  and 
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Magyar  remnant  of  the  former  empire.  The  financial  future  here 
depends  almost  entirely  upon  the  political  future  of  these  coun- 
tries. Should  Hungary  sever  her  connections  with  Austria — as 
seems  certain  at  present — she  should  assume  her  share  of  both  the 
war  and  prewar  debts  of  Austria-Hungary.  Being  partners  in 
crime,  they  should  be  partners  in  punishment.  Just  how  Hungary 
would  solve  her  financial  problems  is  not  of  much  importance  to 
the  commercial  world,  but  it  is  difficult  to  conceive  any  measure 
that  could  bring  her  back  to  a  gold  basis,  within  a  reasonable 
length  of  time,  short  of  a  drastic  revision  of  the  currency  amount- 
ing to  partial  repudiation.  Grerman  Austria  probably  will  ally 
herself  with  Grermany  proper.  Bearing  in  mind  the  condition  in 
which  she  applies  for  membership  in  the  German  family,  let  us 
consider  the  problem  of  Grermany  herself. 

Grermany  has  today,  according  to  the  best  information  I  can 
gather,  gold  amounting  to  almost  $548,000,000.  But  part  of  this 
was  probably  taken  from  Russia.  By  the  terms  of  the  armistice, 
the  Russian  part  is  to  be  surrendered  at  once.  Although  we  are 
unable  to  state  exactly  how  much  we  need  to  reduce  the  gold  hold- 
ings, let  us  take  the  statement  of  the  Reichsbank  of  December  14, 
1918,  at  its  face  value,  and  count  Grermany's  gold  reserve  at 
$548,000,000.  At  about  the  same  time,  Grermany  had  paper 
money  issues  of  about  $7,200,000,000,  including  Reichsbank  notes 
of  about  $4,680,000,000,  Darlehnskassenscheine  of  about  $2,400,- 
000,000,  and  around  $100^000,000  of  Imperial  Treasury  notes. 
The  foreign  debt  of  the  German  government  is,  apparently,  small, 
and  much  more  than  offset  by  credits  granted  to  allies  during  the 
war,  some  of  which  may  some  day  be  collectible.  But  the  do- 
mestic funded  debt  is  about  $23,500,000,000.  In  addition,  there 
is  a  large  floating  debt,  and  there  are  heavy  debts  incurred  by  the 
various  states  of  the  Empire,  and  by  the  municipalities  during  the 
war.  Not  all  of  these  public  debts  are  to  be  counted  as  additional 
to  the  paper  money  outstanding,  since  to  a  large  extent  the  paper 
money  is  secured  by  these  debts.  But  with  all  possible  subtrac- 
tions, the  liabilities  resting  directly  or  indirectly  on  the  Grerman 
Empire  are  appalling,  without  any  consideration  of  the  indemni- 
ties sure  to  be  imposed. 

The  real  difficulties  of  the  situation  are  perhaps  more  precisely 
revealed  if  we  consider  the  enormous  expansion  of  the  demand 
liabilities  of  the  German  banks,  including  the  Darlehnskassen,  and 
taking  account  of  both  notes  and  deposits.    The  full  story  is  hard 
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to  get.     But  the  figures  that  follow  indicate  clearly  enough  the 
trend. 

The  Reichsbank  notes  were  only  $692,000,000  on  July  81, 
1914,  but  reached  $4,000,000,000  by  October  81,  1918.  De- 
posits in  the  Reichsbank  were  $800,000,000  on  the  earlier  date, 
but  had  reached  well  over  $2,000,000,000  by  the  later  date,  mak- 
ing a  total  expansion  of  demand  liabilities  of  over  $4,000,000,000. 
The  whole  of  the  $2,400,000,000  of  the  Darlehnskassenscheine 
represents  war  expansion.  In  addition,  we  have  gigantic  swelling 
of  deposit  liabilities  of  the  other  German  banks.  Thus,  the 
Deutsche  Bank's  deposits  were  $895,000,000  at  the  end  of  1918, 
and  $1,415,000,000  at  the  end  of  1917;  the  Dresdner  Bank  (same 
dates)  increased  deposits  from  $240,000,000  to  $780,000,000, 
and  the  Discontogesellschaft  from  $250,000,000  to  $725,000,000. 
These  increases  are  partially  due  to  amalgamations.  To  sum  up 
these  items  would  be  misleading,  because,  on  the  one  hand,  there 
are  some  duplications — deposits  and  notes  of  the  Reichsbank  are 
in  part  assets  of  the  other  Grerman  banks ;  and  misleading  on  the 
other  hand,  because  we  have  not  included  in  our  figures  notes  of 
the  other  German  banks  of  issue,  or  (much  more  important)  the 
great  increase  in  deposits  of  other  German  banks.  But  these 
figures  indicate  an  enormous  increase  in  the  current  liabilities  of 
German  banks. 

To  ofi^set  these,  there  is  little  increase  in  really  liquid  assets. 
The  great  bulk  of  this  expansion  must  rest  on  the  war  obligations 
of  the  German  government.  Commercial  and  industrial  paper  of 
a  satisfactory  character  must  be  exceedingly  scarce.  The  gold 
of  the  Reichsbank  increased  from  $298,000,000  to  $607,000,000 
between  July  81,  1914,  and  October  81,  1918,  but  part  of  this  in- 
crease has  doubtless  been  drawn  from  the  other  banks  in  Germany 
and  much  of  it  from  the  pockets  of  the  German  people,  so  that  it 
does  not  represent  net  gain  for  the  system  as  a  whole.  In  any 
case,  it  is  far  from  an  adequate  offset  to  the  loss  of  liquidity  in 
the  great  bulk  of  the  assets  of  the  German  banks. 

The  exchange  value  of  the  mark,  measured  through  the  medium 
of  neutral  exchanges  according  to  latest  information  obtainable 
(Nov.  18,  1918),  is  about  58  per  cent  of  par.  If  the  barriers 
upon  trade  and  exchange  operations  were  to  be  lifted  today,  the 
mark  would  probably  decline  further,  as  Grermany  would  seek  to 
import  far  more  than  she  could  export,  and  foreign  capital  would 
for  some  time  not  be  likely  to  flow  there.    Admitting  the  German 
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part  of  Austria  will  certainly  not  lessen  her  financial  problans. 
On  the  contrary,  they  would  be  greatly  increased  thereby.    The 
indemnities  exacted  by  the  Allies  will  add  to  her  external  obliga- 
tions that  must  ultimately  be  paid  by  exports  of  commodities  or 
gold.     All  these  factors  show  the  extremely  difficult  position  in 
which  Grermany  will  find  herself  when  she  seeks  to  reenter  the 
world's  markets.     She  cannot  enter  with  her  currency  on  any 
other  than  a  commodity  basis  in  international  exchange,  and  if 
she  decides  upon  the  policy  of  resuming  the  gold  basis  by  means 
of  contraction  of  currency  through  taxation  and  the  funding  of 
loans,  the  operation  will  require  many  years.     A  vigorous  policy 
by  a  strong  government  could  contract  the  outstanding  paper  to 
a  point  that  would  permit  resumption  of  gold  payments.     The 
process  would  be  to  collect  the  hoarded  paper  money  from  the 
people  by  taxation  or  public  loans,  and  turn  over  the  proceeds  to 
the   Reichsbank   or   the  Darlehnskassen   in   cancellation    of  the 
government's  debts  held  by  these  institutions.     It  is  not  at  all 
necessary  to  collect  a  vast  amount  of  gold  before  resuming  specie 
payments.    But  Germany  is  wholly  unlikely  to  use  such  a  vigorous 
policy.    In  the  most  favorable  event  which  it  is  reasonable  to  ex- 
pect, she  would  be  for  many  years  upon  a  most  unstable  basis. 
Meanwhile,  the  majority  of  the  commercial  world  would  be  oper- 
ating upon  the  gold  basis,  and  the  mark  would  be  subject  to  vio- 
lent exchange  fluctuations. 

Will  Germany  adopt  this  extremely  difficult  policy,  or  will  she 
remedy  her  currency  problems  and  those  of  Grerman  Austria  by 
that  favorite  nostrum  of  the  politician  financier — ^a  revision  of 
the  currency?  So  many  well-sounding  arguments  can  be  mar- 
shalled in  favor  of  the  latter  that  I  am  inclined  to  the  opinion  that 
some  such  measure  will  be  attempted.  It  will  be  contended  that, 
the  government  having  borrowed  a  depreciated  currency,  the  debt 
should  not  be  repaid  in  a  money  possessing  greater  commodity 
value.  It  is  true  that  prewar  creditors  would  fare  unjustly,  but 
after  all  the  volume  of  such  debts  is  not  to  be  compared  with  the 
volume  of  the  war  debt  and  the  currency  issues.  Furthermore,  a 
revision  plan  is  so  easily  placed  in  operation  that  it  presents  a 
tempting  avenue  of  escape  for  the  political  financier  from  the  diffi- 
cult prospect  of  redeeming  debts  in  gold.  A  new  currency  would 
be  issued,  into  which  the  old  issue  of  German  marks  and  Austrian 
crowns  would  be  convertible  at  par,  the  gold  content  of  the  com 
in  which  the  new  currency  would  be  redeemable  being  based  upon 
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international  exchange  rates  of  the  old  mark  at  the  time  of  the 
"revision"  (or  repudiation).  Thus  the  country  would  immedi- 
ately find  itself  "upon  a  gold  basis." 

Whether  the  Allies  would  permit  such  a  measure  is  a  question 
that  depends  upon  many  factors  now  uncertain,  but  at  present  it 
does  not  seem  to  me  that  they  would  be  greatly  interested.  Their 
indemnities  would  be  payable  in  gold  or  its  equivalent  and  they 
may  reason  that  a  "revision"  process  is  less  likely  to  repress  in- 
dustrial activity  in  Germany  than  heavy  taxation  and  a  contrac- 
tion of  currency.  They  may,  therefore,  view  with  favor  such  a 
policy,  believing  it  to  add  to  Germany's  ability  to  pay  the  indemni- 
ties. 


t-t 


OBSERVATIONS  ON  FOREIGN  EXCHANGE 

By  Robe&t  L.  Owsn 
United  States  Senate 

The  American  dollar  should  be  kept  at  par  throughout  the 
worldy  so  that  it  may  become  the  medium  through  which  inter- 
national contracts  will  then  preferably  be  made. 

The  United  States,  as  a  government,  should  provide  that  the 
American  dollar  be  kept  at  gold  par  throughout  the  world  in 
terms  of  foreign  currency,  at  least  to  the  extent  that  at  some 
central  point,  or  points,  such  as  London,  Berlin,  Fetrograd,  Paris, 
and  Rome  in  Europe,  and  leading  points  in  other  parts  of  the 
world,  manufacturers  and  merchants  can  rely  upon  the  American 
dollar  being  exchanged  at  gold  par  for  the  currency  of  other 
countries,  leaving  the  United  States  as  a  government  to  absorb 
the  difference,  if  any. 

There  would  be  no  great  difficulty  in  making  this  effective  and 
practically  without  cost  in  the  long  run,  for  the  United  States 
could  establish  a  Federal  Reserve  Foreign  Bank  that  would  keep 
gold  deposits  at  these  various  points,  and  thereby  would  be  able 
to  meet  such  fluctuations  without  difficulty. 

Nations  pay  for  imports  with  exports  through  a  period  of 
years  and  do  not  pay  in  any  other  way,  except  tem{)orarily  and 
in  a  minor  degree. 

Nations  cannot  pay  for  commodities  and  services  with  gold  or 
credits,  except  to  a  limited  degree,  for  the  obvious  reason  that 
otherwise  a  nation  would  have  no  gold  with  which  to  support  its 
currency.  A  per  capita  circulation  of  gold  must  remain  relative- 
ly constant. 

When  it  is  clearly  recognized  as  a  principle  that  nations  must 
pay  for  commodities  and  services  with  commodities  and  services, 
and  not  with  gold  or  credits,  except  as  a  temporary  bridge,  it  be- 
comes evident  that  nations  restricting  imports  in  that  precise  de- 
gree restrict  exports ;  and  just  to  the  extent  that  they  refuse  the 
goods  of  other  nations,  they  prevent  other  nations  from  accepting 
their  goods.  This  principle  being  accepted,  it  will  be  seen  that 
putting  a  dollar  at  par  and  keeping  it  there  will  involve  no  real 
expense  to  the  government  of  the  United  States. 

The  mechanism  for  doing  this  should  be  provided  through  the 
Federal  Reserve  Foreign  Bank,  a  plan  for  which  I  presented  to 
Congress  during  the  last  session  of  the  Senate. 
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It  may  easily  happen  that  the  United  States  would  receive  more 
goods  from  some  country  than  the  United  States  would  ship  to 
that  country.  In  that  event,  United  States  bonds  should  be  placed 
in  such  country  to  bridge  the  temporary  commodity  indebtedness, 
or  the  indebtedness  should  be  liquidated  by  drafts  drawn  on  other 
nations  where  the  United  States  has  a  credit  based  on  commodities. 

The  one  matter  of  vital  importance  is  to  put  the  dollar  at  par 
and  keep  it  at  par,  permitting  it  to  go  neither  up  nor  down,  so 
that  manufacturers  and  merchants,  importers  and  exporters, 
throughout  the  world,  shall  always  have  a  fixed  monetary  stand- 
ard for  measuring  their  contracts.  Men  who  sell  goods  to  America 
in  terms  of  dollars  do  not  want  that  dollar  to  depreciate,  just  as 
the  silk  merchants  of  Italy,  who  sell  silk  for  the  lire,  do  not  wish 
to  find  a  violent  depreciation  of  the  lire.  If  the  dollar  was  stabil- 
ized by  act  of  government,  contracts  between  Italy  and  the  United 
States  would  be  drawn  in  terms  of  dollars  and  not  in  terms  of  lire. 

A  merchant  buying  goods  from  Spain  in  terms  of  pesetas  is  in- 
jured if  the  pesetas  rise  50  per  cent,  as  they  have  done  since  the 
United  States  entered  the  war.  A  merchant  should  make  his  pur- 
chases in  terms  of  dollars,  and  the  seller  would  be  willing  to  sell 
in  terms  of  dollars,  if  the  dollars  had  a  fixed  gold  relation  to  the 
pesetas  and  the  peseta  was  not  standardized  relatively  to  the 
dollar  by  its  own  government. 

In  other  words,  if  the  dollar  is  made  a  standard  measure  of 
value  by  the  government — and  this  can  be  done  without  any  serious 
cost — a  dollar  will  be  the  measure  of  international  contracts 
throughout  the  world,  and  New  York  will  become  the  financial 
center  of  the  world  through  the  discount  of  bills  payable  in  terms 
of  dollars. 

Great  Britain  understands  this  quite  well  and  in  a  certain  de- 
gree has  standardized  the  pound  sterling. 

Importers  and  exporters,  and  above  all,  bankers,  should  demand 
that  the  American  dollar  take  first  rank  as  the  measure  of  value 
of  contracts  throughout  the  world. 


STABILIZING  THE  DOLLAR 

By  Irving  Fisheb 
Yale  University 

Monetary  Standards  throughout  the  world  have  been  disrupted 
by  the  war.  Inflation  in  various  forms,  such  as  paper-money  in- 
flation and  bank-credit  inflation  among  the  countries  at  war,  and 
gold  inflation  among  other  countries,  has  everywhere  caused  a  de- 
preciation of  monetary  units.  Consequently  we  have  high  prices 
the  world  over,  even  where  there  is  no  scarcity  of  goods.  Already, 
before  the  war,  there  was  world-wide  complaint  of  the  high  cost  of 
living,  but  the  rise  in  this  country  before  1914  was  small  compared 
to  what  it  has  been  since.  Between  191S  and  1918  prices  had  in- 
creased 107  per  cent ;  whereas  between  1896  and  1918  the  increase 
was  only  50  per  cent. 

Prior  to  1896,  partly  because  of  a  disproportion  between  the 
increase  in  the  amount  of  currency  and  the  more  rapid  increase  in 
the  demands  of  business,  there  had  been  a  decrease  in  the  price 
level.  This  had  caused  as  much  complaint  as  the  present  rising 
prices.  The  situation  had  become  so  serious  that  various  alleged 
remedies  were  suggested  to  stop  or  ofi^set  the  fall. 

As  to  the  future,  the  general  expectation  seems  to  be  of  a  decline 
in  prices,  which  would,  however,  if  sharp,  be  just  as  great  an  evil 
as  the  present  high  prices.  A  rapid  contraction  of  the  currency 
would  be  a  grave  danger  in  times  of  reconstruction.  A  fall  in 
prices  (or  appreciation  of  the  dollar)  would  put  a  heavy  burden 
on  the  debtor,  who  must  repay  so  much  more  than  he  borrowed. 
However,  this  fall  is  not  certain,  and  the  very  uncertainty  is  itself 
an  evil. 

The  truth  is,  the  purchasing  power  of  the  dollar  and  other 
monetary  units  has  always  been  and,  until  some  radical  remedy  is 
applied,  always  will  be  unstable.  The  dollar  is,  to  be  sure,  stable 
in  weight,  for,  by  definition,  it  is  25.8  gr.  of  gold,  9/10  fine.  But, 
for  that  very  reason,  it  fiuctuates  in  value-in-exchange,  according 
to  the  various  forces  afl^ecting  gold  and  the  various  forces  af- 
fecting the  volume  of  currency,  such  as  methods  of  gold  mining, 
changes  in  the  use  of  credit,  and  so  on.  Other  units,  the  pound, 
the  yard,  the  bushel,  once  fluctuated  as  the  "unit  of  value*'  now 
does,  but  with  the  progress  of  civilization,  they  have,  one  after 
another,  been  standardized.     Our  unstable  and  unstandardized 
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monetary  units  are  among  the  last  remnants  of  barbarism  and  are 
out  of  place  in  present-day  civilization. 

The  fundamental  reason  why  the  dollar  has  not  hitherto  been 
standardized  in  value  is  that  only  within  a  generation  have  we 
had  the  means  of  measuring  its  value.  Before  the  pound  weight 
could  be  stabilized,  scales  had  to  be  invented,  and  before  any  other 
units  could  be  stabilized,  the  proper  instruments  for  measuring 
them  had  to  be  devised.  For  measuring  changes  in  the  price  level 
we  now  have  the  "index  number"  of  prices. 

This  use  of  the  index  number  would  carry  one  step  further  the 
transition  in  our  conception  of  money  which  began  with  the  Bul- 
lion Report.  At  that  time,  the  public  was  educated  up  to  the 
point  of  recognizing  gold  as  the  standard  for  measuring  paper 
money,  although  in  the  market  paper  was  the  standard  in  terms 
of  which  the  price  of  gold  was  recorded.  But  it  still  remains  to 
grasp  the  concept  of  measuring  gold  in  goods  instead  of,  as  at 
present,  goods  in  gold.  It  is  as  great  an  advance  in  thought  to 
think  in  terms  of  goods  instead  of  in  terms  of  gold  as  it  was,  a 
century  ago,  to  think  in  terms  of  gold  instead  of  in  terms  of  paper. 
Whether,  in  the  future,  we  shall  find  a  still  more  absolute  standard 
of  value  need  not  concern  us  now.  The  point  is  that  we  now  have, 
in  the  index  number,  a  means  of  measuring  gold  appreciation  and 
depreciation  in  terms  of  goods. 

In  connection  with  the  proposal  to  stabilize  the  dollar,  two  main 
questions  need  to  be  asked:  (1)  At  what  price  level  do  we  want  to 
start  a  stable  dollar?    (S)  How  can  that  price  level  be  kept? 

In  regard  to  the  first  question,  the  present  price  level  is  so  ab- 
normally high  that  it  seems  doubtful  wisdom  to  launch  a  plan  which 
would  fix  the  dollar  at  its  present  low  purchasing  power.  At  the 
same  time  it  would  be  absurd  to  go  back  to  1896,  the  low-water 
mark  of  prices,  for  the  debts  existing  then  have  almost  all  been 
paid  and  wages  and  salaries  have  become  adjusted  to  a  higher 
level.  We  can  not  now  do  justice  to  all  those  who  suffered  by 
past  price  movements.  The  chief  object  of  stabilization  is  to  pro- 
vide a  stable  yardstick  for  contracts  to  serve  future  generations 
of  business.  Next  in  importance  is  the  object  of  preventing  in- 
justice, in  the  immediate  future,  to  those  who  are  now  debtors  or 
creditors  or  who  would  otherwise  be  affected  by  any  impending 
unforeseen  fluctuation  in  monetary  standards.  It  may,  therefore, 
be  necessary  to  endure  some  injustice,  at  the  time  of  inaugurating 
the  new  plan,  for  the  sake  of  bringing  about  the  ultimate  reform, 
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but  by  a  careful  study  of  existing  contracts,  practical  justice  can 
be  attained. 

Most  existing  contracts  and  understandings  were  made  during 
the  war.  A  rough  estimate  which  1  have  made  of  existing  indebted- 
ness— ^bonds,  notes,  mortgages,  bank  loans,  and  other  obligations 
— seems  to  indicate  that  their  average  duration  is  approximately 
two  years.  If  then  the  price  level  should  soon  become  what  it  was 
two  years  ago,  say  in  1916-17)  it  would  seem  wise  to  adopt  that 
level  as  the  start-off. 

As  to  the  second  question,  how  to  keep  this  price  level,  or  in 
other  words,  how  to  stabilize  the  dollar,  there  may  be  other  solu- 
tions than  the  one  I  have  been  active  in  advocating.  The  im- 
portant point  is  to  find  soToe  solution.  The  evils  of  an  unstable 
dollar  are  intolerable.  The  solution  of  the  problem  is  one  of  the 
tasks  of  reconstruction.  One  of  the  simplest  and  yet  one  of  the 
greatest  reforms  that  we  economists  can  advocate  is  this  one.  It 
is  as  simple  as  daylight  saving,  and  a  million  times  as  important. 
Stabilizing  the  dollar  affects  not  simply  money,  but  relates  itself 
to  the  whole  question  of  the  distribution  of  wealth  and  to  labor 
unrest.  The  disproportion  between  the  level  of  wages  and  the 
soaring  price  level  has,  for  instance,  been  responsible  for  much  of 
the  recent  labor  agitation. 

The  particular  plan  which  I  am  about  to  discuss  is  somewhat 
associated  with  my  name,  but  I  am  not  its  sole  author.  It  was 
worked  out  independently  before  me,  in  some  detail,  by  Aneurin 
Williams,  M.  P.,  Professor  (now  Dean)  Smith  of  the  University 
of  Washington,  D.  J.  Tinnes  of  Hunter,  N.  D.,  and  Henry  Heaton 
of  Atlantic,  Iowa ;  and  in  its  general  idea,  by  President  Woodrow 
Wilson,  Simon  Newcomb,  Alfred  Russel  Wallace,  Professor  Al- 
fred Marshall,  William  C.  Foster  of  Watertown,  Mass.,  and  others. 

Briefly,  this  particular  proposal  is  to  shift  the  weight  of  the 
dollar  (or  the  amount  of  gold  bullion  exchangeable  for  a  gold  cer- 
tificate) up  or  down  according  as  the  purchasing  power  of  the 
dollar  (as  measured  by  the  index  number  of  prices)  goes  down  or 
up.  Thus  the  purchasing  power  of  the  gold  certificate  will  be 
kept  constant  in  terms  of  goods  while  the  weight  of  the  gold  dollar 
is  allowed  to  fluctuate. 

I  shall  assume  that  the  plan,  in  a  general  way,  is  understood.^ 

iSee  American  FrohUvM  of  Reconstruction  (£.  P.  Dutton  &  Co.»  1916); 
article  by  Irving  Fisher,  "Stabilizing  the  DoUar  in  Purchasing  Powcr^;  and 
forthcoming  boolc  by  same  title,  to  be  published  by  Macmillan. 
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None  of  the  technical  diiBculties  in  such  a  plan  is  in  any  way 
serious.    I  shall  refer  to  only  a  few  of  them. 

First,  as  to  the  gold  reserve  behind  the  proposed  gold  certifi- 
cates or,  as  they  would  better  be  called  under  the  new  system,  the 
gold  dollar  certificates.  If  the  gold  dollar  certificates  outstanding 
are  now  equal,  dollar  for  dollar,  to  the  gold  in  the  Treasury,  but 
next  month,  because  of  a  change  in  weight  of  the  dollar,  they  call 
for  one  per  cent  more  gold,  must  the  Treasury  find  the  additional 
bullion  and  if  so  how?  It  would,  of  course,  be  perfectly  possible 
(though  not  necessary)  to  maintain,  as  at  present,  a  100  per  cent 
reserve  against  these  certificates,  the  government  making  up  the 
deficit  when  gold  depreciated,  perhaps  through  taxation.  If,  on 
the  other  hand,  gold  were  appreciating,  the  government  would 
reap  a  profit.  This  gain  and  loss,  however,  are  not  really  new 
phenomena  resulting  from  stabilizing  the  dollar.  They  exist  to- 
day. But,  under  our  present  system,  the  loss  (or  gain)  falls  on 
the  individual  holder  of  gold  certificates  instead  of  on  the  gov- 
ernment. Stabilizing  the  dollar  simply  affords  a  specific  measure 
of  this  loss,  if  it  be  a  loss,  and  maintaining  the  reserve  translates 
that  loss  into  taxes. 

It  would  be  more  simple,  however,  to  allow  the  reserve  gradually 
to  fall  below  par,  say,  to  60  per  cent,  before  replenishing  the  sup- 
ply of  bullion.  Any  surplus  above  this  60  per  cent  which  might 
exist  at  a  time  of  falling  prices  or  decreasing  dollar  weight  could 
be  put  to  work  to  earn  interest  which  would  to  a  large  extent 
provide  against  loss  when  prices  began  to  rise  again.  This  could 
be  done  by  investing  this  ^'surplus"  in  government  bonds. 

A  second  technical  point  in  the  plan  is  the  choice  of  the  index 
number  which  is  to  be  the  basis  of  the  changes  in  the  '^dollar- 
weight."  Although  the  method  of  computing  the  index  number 
has  surprisingly  little  effect  in  general  on  the  resulting  figures, 
nevertheless  differences  do  appear ;  and  it  is  therefore  worth  while 
to  construct  an  index  number  as  nearly  perfect  as  possible.  The 
main  factors  are  the  markets  from  which  prices  are  collected ;  the 
kind  of  prices,  that  is,  wholesale  or  retail ;  the  list  of  commodities 
included ;  the  frequency  of  calculation ;  and  the  formula  for  calcu- 
lation. 

For  the  first,  the  markets  should  be  the  chief  public  markets  of 
the  United  States  such  as  those  now  used  by  the  United  States 
Bureau  of  Labor  Statistics,  and  the  prices  should  be  secured 
through  government  agents  and  trade  journals. 
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I  am  at  present  rather  inclined  to  think  that  wholesale  prices 
should  be  used,  first  because  of  the  greater  ease  they  offer  in 
standardizing  certain  grades  of  goods,  and  secondly  because  of 
their  greater  sensitiveness  to  the  influences  which  affect  price 
levels.  This  second  reason  is  illustrated  by  the  contrast  between 
street-railway  fares,  which  remained  the  same  through  two  de- 
cades of  price  upheavals  which  affected  all  other  prices,  and  silver, 
which  is  rarely  quoted  the  same  on  two  successive  days. 

This  same  consideration  is  important  in  selecting  the  list  of 
commodities,  which  should  exclude  the  sluggish  commodities  in 
order  to  be  promptly  responsive  to  price  changes*  I  have  had  an 
index  number  of  such  responsive  conunodities  calculated  through 
the  help  of  Mr.  Bell  of  the  Bureau  of  Labor  Statistics,  and  it 
shows  a  rise  greater  and  prompter  since  1914i  than  that  of  the 
regular  index  number,  including,  as  it  does,  sluggish  and  price- 
fixed  articles. 

I  believe  that,  if  wholesale  prices  are  stabilized,  retail  prices  will 
also  be  stable.  The  present  discrepancy  between  the  movement  of 
retail  and  wholesale  prices  is  due  to  the  lagging  behind  of  the  re- 
tail prices  whenever  the  wholesale  prices  move  more  swiftly  up  or 
down.  But  there  can  be  no  lagging  behind  when  prices  are  stable. 
I  am  much  gratified,  however,  as  well  as  surprised,  to  learn  that 
Commissioner  Meeker  has  worked  out  a  satisfactory  index  for  cost 
of  living  based  on  retail  prices.  This  should  certainly  be  used 
for  wage  adjustment,  so  long  as  we  have  no  stabilization  of  money. 

The  frequency  of  calculating  the  index  number  (which  means 
the  frequency  of  adjusting  the  dollar  weight)  depends  on  the  time 
required  to  calculate  an  index  number  and  that  required  for  such 
an  adjustment  to  be  felt.  Judging  from  the  rapidity  with  which 
some  of  the  commercial  index  numbers  are  calculated  and  pub- 
lished, I  believe  an  index  number  could  easily  be  calculated  within 
two  or  three  days  after  the  date  for  which  the  prices  are  quoted. 
How  quickly  the  index  number  responds  to  a  change  in  the  mone- 
tary supply  has  never  been  fully  demonstrated.  A  lag  of  from  one 
to  three  months  is  most  probable. 

So  much  for  some  of  the  points  of  this  particular  plan. 

There  are  a  number  of  other  details  which  will  have  to  be  con- 
sidered when,  if  ever,  this  plan  comes  up  for  legislative  adoption 
and  which  will  be  treated  in  my  book.  But  those  which  have  been 
mentioned  are  those  of  most  importance. 


STABILIZING  THE  DOLLAR— DISCUSSION 

B.  M.  Anderson^  Jr. — It  is^  of  course^  unnecessary  in  this  com- 
pany to  state  that  I  speak  only  as  an  individual  economist^  but  for  the 
sake  of  the  record^  I  wish  to  make  that  statement.  I  should  like  to 
propose  a  constructive  suggestion  in  connection  with  Professor  Fisher's 
plan.  I  think  it  was  six  years  ago  that  Professor  Fisher  and  I  first 
discussed  his  plan  together  at  a  meeting  of  the  American  Economic 
Association.  At  that  time^  I  recognized  the  theoretical  feasibility  of 
his  plan,  but  questioned  its  desirability  on  practical  grounds.  In  the 
interval^  I  have  become  more  sympathetic  to  the  central  idea  of  his 
plan^  and  if  it  were  modified  in  the  manner  which  I  have  to  propose  I 
should  be  disposed  to  advocate  it^  though  without  this  modification  I 
should  regard  it  as  dangerous  in  the  extreme. 

The  modification  I  propose  is  that  changes  in  the  gold  content  of 
the  dollar  or  in  the  weight  of  gold  bullion  in  which  the  paper  dollar 
is  to  be  redeemed  should  be  limited  to  2  per  cent  or  2^  per  cent  per 
annum.  This  would  be  adequate^  as  an  examination  of  index  numbers 
will  show>  to  prevent  such  long-time  swings  in  the  average  of  com- 
modity prices  as  took  place  between  1879  and  1896^  or  between  1896 
and  1918^  and  so  would  make  the  dollar  a  satisfactory  long-time 
"standard  of  deferred  payments"  securing  justice  as  between  debtor 
and  creditor  in  long-time  contracts^  and  freeing  the  world  from  un- 
certainties growing  out  of  variations  in  the  production  and  consump- 
tion of  gold.  It  would^  however^  leave  price  levels  still  subject  to 
those  short-time  fluctuations  which  come  from  variations  in  the 
values  of  goods^  particularly  those  connected  with  the  ups  and  downs 
of  the  business  cycle^  or  with  wars.  Price  changes  in  war  are  neces- 
sary. And  there  are  other  and  better  methods  of  dealing  with  the 
business  cycle. 

Not  all  changes  in  the  average  of  commodity  prices  come  from  vari- 
ations in  the  value  of  money.  I  think  that  the  long  time  swings  from 
1878  (or  from  1879  in  the  United  States)  to  1896^  and  from  1896  to 
1918^  were  due  primarily  to  changes  in  the  value  of  gold.  During  the 
earlier  period^  the  production  of  gold  fell  off^  industrial  consumption 
of  gold  increased^  and  new  countries  tried  to  extend  the  use  of  gold 
in  their  currency.  From  these  various  causes^  gold  rose  in  value^  and 
as  a  consequence  commodity  prices  tended  downward.  There  were 
other  factors  making  commodity  prices  tend  downward.  Great  new 
agricultural  areas  were  opened  up  and  transportation  improved,  mak- 
ing agricultural  products  cheaper^  while  new  manufacturing  methods 
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increased  the  number  of  manufactured  products  and  lowered  their 
value^  thus  accentuating  the  fall  of  commodity  prices.  But  the  main 
factor  was  gold.  Reversely^  in  the  second  period^  there  was  great  in- 
crease in  the  production  of  gold  leading  to  a  decline  in  its  value  and 
leading  to  a  consequent  rise  in  commodity  prices.  During  this  period^ 
there  were  some  factors  from  the  goods  side  making  prices  rise.  The 
per  capita  production  of  meat  animals  declined  markedly  in  the  United 
States^  and  some  other  factors  of  similar  kind  were  at  work.  The 
rise  in  land  prices  in  the  United  States  was  only  in  part  due  to  a  de- 
cline in  the  value  of  gold.  None  the  less^  for  the  great  rise  in  prices 
from  1896  to  191S  gold  was  mainly  responsible.  During  the  war^ 
however^  the  great  change  has  been  in  the  value  of  goods  and  not  in 
the  value  of  gold.  I  should  wish  to  limit  Professor  Fisher's  plan  to 
deal  with  those  changes  which  come  from  the  side  of  money  and  not 
to  throw  upon  his  plan  the  whole  burden  of  preventing  all  price 
changes.  I  should  seek  by  his  plan  to  keep  the  value  of  money  con- 
stant^ and  not  go  with  him  in  the  further  effort  to  vary  the  value  of 
money  in  such  a  way  as  to  offset  variations  in  the  values  of  goods. 
For  short  periods  the  value  of  gold  is  fairly  stable.  The  annual  pro- 
duction of  gold  makes  a  very  moderate  addition  to  the  g^reat  perma- 
nent stock  of  the  world's  gold^  and  the  psychological  attitude  of  the 
world  toward  gold  is  such  as  to  give  it  great  stability  in  value.  The 
belief  in  the  stability  of  the  value  of  gold  tenaciously  held  by  bankers 
as  well  as  the  masses  of  the  people  is  itself  a  social  institution  which 
operates  powerfully  toward  making  gold  stable  over  short  periods  of 
time. 

To  some  economists  the  notion  of  a  value  of  money  as  distinguished 
from  the  reciprocal  of  the  level  of  prices  is  meaningless.  To  them  a 
change  in  the  level  of  prices  is  ipso  facto  a  change  in  the  value  of 
money.  To  them  the  distinction  I  have  just  drawn  between  changes 
in  the  price  level  caused  by  changes  in  the  value  of  money,  and  changes 
in  the  price  level  caused  by  changes  in  the  value  of  goods,  will  have 
no  significance.  Let  me,  however,  urge  some  practical  considerations 
which  must  appeal  to  them  as  imposing  limitations  on  the  possibili- 
ties of  Professor  Fisher's  plan,  whether  they  accept  the  theoretical  dis- 
tinction or  not. 

Professor  Fisher's  plan  assumes  instant  redemption  in  gold.  It 
will  work  only  if  the  Treasury  stands  ready  at  all  times  to  pay  out 
gold  in  increasing  amounts  as  prices  rise.  It  assumes  a  gold  standard, 
or  at  all  events  gold  redemption,  and  is  merely  a  refinement  of  that 
system.     Had  it  been  in  operation  at  the  beginning  of  the  war,  the 
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Bank  of  England  would  now  be  responsible  for  nearly  two  and  a  half 
times  as  much  gold  for  every  bank  note  outstanding  as  it  is  now  re- 
sponsible for.  The  bank's  gold  holdings  could  not  have  stood  the 
strain.  Early  in  the  war  England  would  have  gone  off  the  gold  stand- 
ard absolutely  and  entirely,  and  prices  would  have  risen  in  England 
higher  than  they  have  risen.  Our  own  Treasury  with  all  our  gold 
would  have  been  subject  to  great  strain.  Whether  it  would  have  been 
forced  off  the  gold  standard  is  not  certain^  but  that  it  would  have 
adopted  the  policy  of  suspension  of  gold  payments  is  certain^  and 
Professor  Fisher's  plan  would  consequently  have  broken  down. 

This  plan^  a  refinement  of  the  gold  standard^  and  presupposing  the 
gold  standard^  is  too  delicate  and  fragile  a  barque  to  navigate  such 
troubled  waters  as  the  war  has  brought  about. 

Unless  the  changes  under  Professor  Fisher's  plan  are  limited  to 
very  small  amounts^  the  plan  would  expose  the  Treasury  to  the  activi- 
ties of  speculators  in  gold.  Professor  Fisher  has  seen  this  himself^ 
and  has  proposed  a  special  brassage  charge  of  1  per  cent^  which  would 
have  been  adequate  to  meet  the  moderate  changes  that  it  was  designed 
to  meet  in  prewar  times^  but  had  his  plan  been  in  operation  during  the 
present  war^  with  prices  changing  sometimes  as  much  as  7  per  cent 
a  months  and  rising  100  per  cent  or  more  in  four  years^  the  raids  on  the 
Treasury  would  have  been  intolerable.  It  has  been  suggested  that 
the  "bull"  speculator  in  gold^  that  is^  the  man  who  anticipates  a  fall 
in  prices  and  who  takes  gold  from  the  Treasury  expecting  later  to  re- 
turn it  to  the  Treasury  and  get  back  a  larger  number  of  dollars^  would 
be  handicapped  not  only  by  the  brassage  charge^  but  also  by  the  loss 
of  interest  on  the  gold  bullion  through  the  time  that  he  held  it.  This 
is  true^  and  it  would  tend  to  limit  gold  speculation  in  gold  unless  entici- 
pated  changes  were  very  great.  Even  so^  if  such  a  drastic  fall  in 
prices  were  anticipated  as  now  seem  imminent^  the  "bull"  speculator 
might  very  well  take  out  gold  and  keep  it  six  months  and  return  it  to 
the  government  with  a  handsome  profit.  But  the  case  is  radically  dif- 
ferent with  the  "bear"  speculator  in  gold,  that  is^  the  man  who^  an- 
ticipating a  great  rise  in  prices^  turns  gold  into  the .  Treasury  and 
takes  out  money^  expecting  to  return  the  money  later  to  the  govern- 
ment and  receive  a  larger  amount  of  gold.  This  speculator  has  a  posi- 
tive advantage  in  the  interest  factor.  He  can  take  the  money  and 
lend  it  out  during  the  time  that  he  is  waiting  for  the  gold  content 
of  the  dollar  to  increase^  and  so  make  interest  as  well  as  a  profit  on 
the  speculation.  It  is  not  possible  to  protect  the  Treasury  against 
raids  from  speculators  pnder  Professor  Fisher's  plan  unless  the  nn- 
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nnal  changes  are  greatly  limited.  If  Professor  Fisher's  plan  were 
applied  to  war-time  conditions  and  the  effort  to  keep  prices  stable 
during  the  great  war^  there  would  be  no  way  of  preventing  speculative 
raids  on  the  Treasury's  gold  reserves. 

Some  other  points:  I  think  we  probably  all  agree  that  Professor 
Fisher's  plan  should  not  be  adopted  except  by  international  agree- 
ment^ in  view  of  the  disturbance  which  it  would  involve  in  the  inter- 
national exchanges.  The  world  must  look  forward  to  bringing  its 
monetary  systems  back  on  a  gold  basis  as  soon  as  possible,  and  the 
major  countries  of  the  world  should  concur  in  any  such  plan  as  this 
before  it  is  adopted. 

It  is  necessary  also  to  consider  the  price  level  which  is  to  be  chosen 
as  a  normal  base  from  which  we  shall  start  in  adopting  Professor 
Fisher's  plan.  Professor  Fisher  suggests  the  price  level  of  1916, 
which  is^  on  the  Bureau  of  Labor  Statistics  index  number^  about  23 
per  cent  above  the  level  of  1918^  and  perhaps  some  71  points  on  the 
same  index  below  the  average  level  for  1918.  In  support  of  this  1916 
price  levels  Professor  Fisher  urges  that  1916  represents  about  the 
center  of  gravity  of  existing  contracts.  I  am  disposed  to  accept  the 
year  1916  as  probably  giving  about  the  right  base,  though  not  for  the 
reasons  that  Professor  Fisher  offers.  I  think  that  men  who  made 
contracts  in  1916,  or  indeed  at  any  time  during  the  war,  did  so  taking 
into  account  prospective  changes  in  prices,  and  that  no  injustice  has 
come  to  them  consequently  from  such  price  changes.  I  am  interested 
in  Professor  Fisher's  plan  only  as  eliminating  the  changes  in  prices 
which  cannot  be  easily  forecast,  which  run  for  long  periods  of  time. 
I  am  interested  in  his  plan,  in  other  words,  for  the  sake  of  making 
money  a  good  long-time  standard  of  deferred  payments.  For  the 
short-time  periods  I  am  inclined  to  the  view  that  gold  money  is  now  a 
good  standard,  that  price  changes  through  short  periods  are  not  due  to 
variations  in  the  value  of  gold,  but  due  to  the  variations  in  the  value  of 
goods. 

My  reason  for  being  inclined  to  accept  the  average  of  commodity 
prices  for  1916  as  a  good  base  is  simply  that  it  seems  probable  that 
that  is  about  the  base  to  which  we  will  naturally  return  in  the  im- 
pending post-war  decline  of  commodity  prices,  and  that  it  will  prob- 
ably be  a  good  many  years  before  we  get  back  to  the  1918  basis  if 
we  ever  do.  You  will  please  not  understand  me  as  venturing  any 
exact  prophecy  in  this  matter.  No  one,  certainly  not  myself^  is  com- 
petent to  make  any  exact  predictions  as  to  what  level  of  prices  we  may 
expect  to  reach.    The  thing  will  have  to  work  out  experimentally. 
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In  any  case^  I  take  it  we  all  agree  that  the  plan  should  not  be 
adopted  at  the  present  level  of  prices.  To  do  that  would  simply  per- 
petuate all  the  injustices  which  people  on  fixed  incomes^  bondholders^ 
salaried  men^  universities,  savings  banks,  public  utilities,  laborers  in 
industries  repressed  by  the  war,  and  others,  have  suffered  during  the 
war,  while  if  prices  are  allowed  to  come  down  in  natural  course^  much 
of  this  injustice  will  be  automatically  cancelled. 

Even  with  the  modifications  proposed  by  Professor  Fisher's  plan,  I 
should  still  prefer  some  such  plan  as  regulation  of  the  annual  output 
of  gold  through  government  monopoly  or  through  a  variable  tax  on 
gold  production,  or  something  of  the  sort.  This  would  prevent  diver- 
gence between  the  value  of  gold  and  the  value  of  money.  Professor 
Fisher's  plan  has  the  centre  of  the  stage^  however.  Very  many  econo- 
mists are  interested  in  it  and  not  a  few  public  men.  If  adopted  in  the 
modified  form  which  I  suggest,  it  seems  to  me  that  it  would  represent 
a  very  distinct  improvement  in  our  monetary  system.  The  modifica- 
tions proposed  are  in  summary:  (1)  that  it  be  done  by  international 
agreement;  (2)  that  it  be  done  only  after  prices  have  gone  down  to 
something  like  a  stable  normal  level;  (3)  that  changes  under  the  plan 
be  limited  to  2  per  cent  or  2^  per  cent  a  year. 

One  or  two  comments  on  certain  other  points  that  have  been  raised 
this  morning.  I  cannot  see  how  men  can  so  ignore  the  facts  of  the 
past  eighteen  months  as  to  insist  that  our  high  commodity  prices  are 
due  to  bank  expansion  caused  by  the  government's  war  finance.  The 
great  increase  in  commodity  prices  of  this  country  took  place  by  June 
of  1917^  before  our  heavy  government  borrowing  had  got  well  under 
way,  and  the  rise  since  that  time  has  been  surprisingly  moderate. 
Moreover,  our  main  bank  expansion  took  place  before  government 
borrowing  got  largely  under  way.  The  expansion  from  June^  1915, 
to  June,  1917^  in  total  bank  resources  of  the  United  States  was  some- 
thing like  $10,000,000,000,  while  in  the  year  that  followed  it  was  some 
three  or  four  billions.  It  seems  especially  pointless  to  fear  that  fur- 
ther government  borrowing  is  going  to  expand  bank  credit  unduly, 
and  to  raise  commodity  prices.  Further  government  borrowing  will 
be  for  liquidation  purposes  in  large  measure.  The  government  is 
cancelling  contracts  and  is  borrowing  for  the  purpose  of  liquidating 
them.  Contractors  and  sub-contractors  will  in  considerable  measure 
turn  over  the  funds  which  the  government  pays  them  to  the  banks  in 
reducing  their  loans  at  the  banks.  Meanwhile,  it  is  already  in  evidence 
that  declining  commodity  prices  are  somehow  reducing  commercial  bor- 
rowing at  the  banks,  and  this  process  will  go  much  further.  My  fore- 
cast of  the  future  would  be  something  of  this  sort. 
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1.  Commodity  prices  are  coming  down. 

2.  More  slowly  and  at  a  later  date^  the  volmne  of  bank  credit  will 
decline. 

S,  More  slowly  and  at  a  still  later  date^  we  shall  work  out  of  the 
country  our  surplus  of  gold. 

I  am  quite  unable  to  sympathize  with  the  point  of  view  of  those 
who  hold  that  the  whole  trouble  during  the  war  with  the  price  system 
has  been  government  borrowing  and  expanding  bank  loans.  War 
finance  would  be  beautifully  simple  if  this  were  the  whole  story.  AU 
we  should  need  to  do  would  be  to  forbid  the  bankers  to  extend  credit 
and  the  problem  would  be  solved.  But  the  banks  have  not  been  the 
culprits.  The  Kaiser  is  the  culprit.  The  wastes  and  demoralization 
of  war^  the  withdrawing  of  sixty  millions  of  men  from  production  and 
putting  them  to  work  at  the  most  destructive  kind  of  consumption^  the 
withdrawal  of  much  larger  numbers  of  laborers  from  ordinary  civilian 
production  to  producing  goods  for  the  armies  to  destroy^ — ^these  are 
the  causes  of  war-time  prices.  I  am  glad  to  be  able  to  quote  in  sup- 
port of  this  view  the  conclusion  of  Professor  Wesley  C.  Mitchell^  of 
the  War  Industries  Boards  who  has  recently  issued  his  comparison  of 
Civil  War  and  present  war  prices,  with  the  conclusion  that  while  dur- 
ing the  Civil  War  monetary  depreciation  was  the  main  factor  in  high 
prices^  during  the  present  war  this  is  not  the  case.  I  quote,  "It  would 
be  going  too  far  to  say  that  during  the  present  war  monetary  changes 
have  had  no  effect  upon  prices.  But  certainly  they  have  played  no 
such  dominant  causative  role  as  in  1862-65.  On  the  other  hand^  inter- 
ruptions in  the  supply  of  commodities^  and  changes  in  demand  have 
exercised  a  much  greater  influence  than  they  did  in  the  Civil  War."^ 

This  conclusion^  which  I  have  reached  on  general  theoretical  grounds 
together  with  such  study  of  actual  prices  as  I  have  been  able  to  make 
from  time  to  time,  Professor  Mitchell  has  reached  after  a  very  detailed 
examination  of  month  to  month  changes  in  prices  of  a  large  number 
of  commodities  during  both  wars. 

The  problems  of  war  finance  are  far  more  intricate  than  those  who 
have  seen  nothing  but  "inflation"  in  government  borrowing  have  be- 
lieved. The  great  problem  of  war  finance  is  to  provide  a  financial 
machinery  whereby  the  industrial  resources  of  a  country  may  be  mobil- 
ized for  war  purposes^  so  as  to  bring  about  the  restriction  of  civilian 
consumption  and  the  restriction  of  production  for  civilian  ose^  and 
to  bring  about  enormous  increase  in  production  for  war  purposes,  and 

1  "A  Comparison  of  Prices  during  the  Civil  War  and  Present  Wwr^  issued 
by  Price  Section,  Division  of  Planning  and  Statistics,  War  Industries  Board, 
November,  1918,  page.  9, 
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the  effective  utilization  of  those  products.  A  drastic  reorganization 
of  the  industrial  system  is  involved.  In  the  course  of  this^  bankruptcies 
must  be  averted  and  demoralization  prevented.  As  a  necessary  part 
of  this  process^  governments  must  borrow  and  banks  must  lend.  Taxes 
must  also  be  applied.  But  the  solution  of  our  problem  is  advanced 
very  little  by  such  heavy  overemphasis  as  we  have  had  by  writers  like 
Professor  Nicholson  in  England  on  the  one  element  of  expanding 
bank  credit  connected  with  government  loans. 

Hermann  F.  Arsns. — ^With  reference  to  Professor  Fisher's  paper^ 
I  suggest  the  following  plan:  Take  the  sum  of  wholesale  prices  of 
selected  commodities  averaged  according  to  their  relative  importance 
in  trade  and  use  this  sum  as  a  standard  of  value.  If  the  price  of 
these  same  goods  should  rise  above  this  amount^  bonds  might  be  is- 
sued for  currency  and  the  proceeds  retired  from  active  circulation 
until  its  value  as  measured  in  commodities  rises  again  to  a  point 
which  would  justify  a  reissue  of  this  currency. 

At  the  request  of  a  representative  of  the  Chilean  government^  I 
submitted  such  a  plan  for  the  stabilizing  of  the  Chilean  peso. 

Irving  Fisher. — To  this  plan  there  are  two  objections:  One  is 
that  the  plan  involves  placing  in  the  hands  of  some  government  official 
or  officials  the  determination  as  to  when  and  in  what  quantity  currency 
shall  be  issued  or  withdrawn^  and  that  discretion  would  be  very  liable 
to  abuse.  The  second  objection  is  that  it  runs  contrary  to  popular 
prejudice^  because  all  business  people  are  convinced  that  there  must 
be  a  gold  base  for  any  regulating  plan^  and  they  would  be  afraid  to 
depart  entirely  from  gold.  My  method  is  a  concession  to  this  pre- 
judice in  favor  of  hard  money  or  a  metallic  base. 

Hermann  F.  Arsns. — I  admit  the  second  objection^  but^  in  regard  to 
the  firsts  should  say  that  there  might  be  an  arrangement  for  issuing  or 
retiring  currency  at  a  prescribed  rate  in  accordance  with  the  fluctua- 
tions of  the  commodity  index^  thus  taking  away  from  government  offi- 
cials all  discretion  as  to  issuing  currency  or  the  amount  of  such  issue. 
This  plan  I  believe  to  be  scientific^  though  some  may  contend  that  it  is 
too  radical  and  might  do  unnecessary  violence  to  popular  prejudice. 

WiLFORD  I.  Kino. — Dr.  Anderson  advances  three  principal  points 
of  criticism  of  Professor  Fisher's  proposed  plan^  each  of  which  points 
seems^  to  my  mind,  to  be  of  doubtful  validity.    He  first  contends  that 
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any  snccessfol  plan  of  stabilization  must  be  international  in  its  scope. 
He  states  that  action  by  our  government  alone  will  result  in  such  wide 
fluctuations  in  foreign  exchange  that  commerce  will  be  seriously  hamp- 
ered thereby.  The  obvious  answer  to  this  criticism  is  given  by  the 
enormous  increase  in  our  foreign  trade  taking  place  since  1914,  despite 
the  violent  fluctuations  in  foreign  exchange.  Doubtless  fluctuation 
does  make  possible  speculation  in  exchange,  but  such  speculation  prob- 
ably paralyzes  international  trade  to  about  the  same  degree  that  deal- 
ing in  wheat  futures  prevents  commerce  in  wheat.  This  argument 
seems  merely  to  be  a  subterfuge  intended  to  indefinitely  postpone  cur- 
rency stabilization  by  relegating  it  to  the  realm  in  which  any  favorable 
action  is  highly  improbable. 

Dr.  Anderson  next  asserts  that  the  proposed  adjustments  must 
necessarily  be  so  small  that  they  can,  at  best,  only  prevent  minor 
fluctuations,  and  that  they  can,  therefore,  avail  nothing  in  stopping 
great  price  movements  like  those  of  the  last  four  years.  Does  it  not, 
however,  seem  safe  to  assume  that  legislation  for  stabilizing  the  dollar 
will  be  accompanied  by  measures  broad  enough  to  include  provisions 
which  will  prevent  a  repetition  of  such  orgies  of  inflation  as  have 
characterized  the  past  four  years?  But  even  should  such  elementary 
precautions  not  be  taken,  is  there  any  reason  why  adjustments  should 
not  be  made  often  enough  and  large  enough  to  care  for  changes  com- 
parable even  to  those  of  the  war  period  just  passed? 

Dr.  Anderson's  third  contention  is  that  any  such  large  or  frequent 
adjustments  will  make  possible  a  process  of  speculation  in  gold  which 
will  enable  the  speculator  always  to  win  at  the  expense  of  the  federal 
government.  If  such  a  "certain  to  win  and  can't  possibly  lose"  sys- 
tem ever  comes  into  beings  let  us  hope  that  all  present  will  be  on 
hand  to  participate  in  the  profits.  But  "sure  things"  in  the  specu- 
lative field  materialize  all  too  rarely  and  it  seems  to  me  very  doubtful 
indeed  that  even  this  plan  may  not  develop  the  same  unforeseen  de- 
fects that  have,  in  the  past,  proved  so  unfortunately  common  in 
schemes  similarly  guaranteed  to  bring  universal  success.  I  should 
personally  wish  to  have  the  method  of  such  a  speculative  plan  de- 
scribed in  very  considerable  detail  before  I  invested  my  entire  savings 
in  the  enterprise. 

O.  C.  LocKHART. — It  should  be  noted  that  Professor  Fisher  and 
Dr.  Anderson  proceed  from  radically  different  points  of  view  in  their 
discussion  of  the  present  price  level.  Dr.  Anderson  finds  the  principal 
cause  in  the  scarcity  of  goods,  while  Professor  Fisher  holds  rather  to 
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the  view  that  the  enormous  expansion  of  our  circulating  medium  is  the 
primary  cause.  Hence  the  difference  in  their  conception  of  the  im- 
portance of  stabilizing  the  dollar. 

To  one  who  stresses  the  influence  of  the  scarcity  of  goods  on  the 
present  price  levels  the  classical  justification  of  high  prices  comes 
naturally.  During  war  it  is  of  course  highly  important  both  to  stimu- 
late the  production  of  articles  needed  for  war  purposes  and  to  secure 
economy  in  private  consumption.  From  the  point  of  view  of  those  who 
regard  the  currency  situation  as  the  chief  factor  in  the  price  level^ 
However^  this  justification  of  high  prices  cannot  be  pressed  too  far 
without  danger  of  at  least  appearing  to  encourage  inflation.  In  point 
of  fact^  inflated  prices  have  been  acquiesced  in,  if  not  urged^  in  some 
quarters  because  of  their  supposed  effect  on  economy.  But  it  must  not 
be  overlooked  that  the  reaction  of  stimulated  production  and  high  cost 
of  living  on  employment  and  wages  tends  to  defeat  this  economy  in 
private  consumption. 

It  is  therefore  important  to  hold  the  rise  of  prices  and  wages  within 
moderate  limits.  Only  thus  can  we  avoid  the  psychological  influence  of 
high  wages  in  encouraging  lavish  expenditure^  and  only  thus  can  we 
secure  an  equitable  distribution  of  articles  of  necessary  consumption 
among  all  classes.  It  seems  reasonably  clear  that  the  government's 
laudable  effort  to  avoid  disturbance  of  the  money  market  through  the 
use  of  the  anticipatory  certificates  of  indebtedness  was  made  without 
clear  recognition  of  its  effect  upon  the  circulating  medium^  and  that 
the  taxation  policy  did  not  hold  in  view  the  need  for  repressing  un- 
necessary consumption. 


THE  AGRICULTURAL  LADDER 
Bt  W.  J.  Spili-man 
Associate  Editor  of  the  Farm  Journal 

The  first  rung  of  the  agricultural  ladder  is  represented  by  the 
period  during  which  the  embryo  farmer  is  learning  the  rudiments 
of  his  trade.  In  the  majority  of  cases  this  period  is  spent  as  an 
unpaid  laborer  on  the  home  farm. 

The  hired  man  stands  on  the  second  rung,  the  tenant  on  the 
thirdy  while  the  farm  owner  has  attained  the  fourth  or  final  rung 
of  the  ladder.  This  paper  deals  with  the  rate  at  which  men  climb 
jthis  ladder,  and  the  means  used  in  making  the  ascent.  We  shall 
find  that  many  men  are  able  to  skip  some  of  the  stages  above 
enumerated.  There  are  also  various  intermediate  stages.  Thus 
the  hired  man  may  assume  some  of  the  responsibilities  of  manage- 
ment and  receive  part  or  all  of  his  pay  as  a  portion  of  the  pro- 
ceeds. Under  this  arrangement  he  usually  makes  a  larger  income 
than  a  mere  hired  man,  but  less  than  a  full  tenant.  Some  men 
pass  from  the  stage  of  hired  man  or  from  that  of  tenant  to  the 
position  of  hired  manager,  but  these  are  relatively  few.  The 
stage  of  owner  is  usually  divisible  into  two  periods,  the  first  being 
the  early  period  when  there  is  still  a  mortgage  on  the  farm.  Mort- 
gages may,  of  course,  persist  indefinitely,  but  in  the  later  stages 
of  ownership  mortgages  frequently  represent  obligations  incurred 
in  extending  the  holdings  of  the  farmer. 

Table  I  shows  the  stages  passed  by  S112  present  farm  owners 
in  the  states  of  Illinois,  Iowa,  Kansas,  Nebraska,  and  Minnesota.^ 
Twenty  per  cent  of  the  number  climbed  the  entire  ladder,  omitting 
none  of  the  steps.  Thirteen  per  cent  skipped  the  tenant  stage, 
82  per  cent  the  hired-man  stage,  and  34  per  cent  passed  directly 
to  ownership  from  their  fathers'  farms,  omitting  both  the  stages 
of  hired  man  and  tenant.  Later  it  will  be  seen  that  a  large  pro- 
portion of  this  last  group  inherited  their  farms,  or  bought  them 
from  near  relatives  who  presumably  allowed  very  easy  terms  of 
payment. 

Table  II  shows  the  methods  by  which  the  men  in  these  various 
groups  acquired  ownership.  Taking  all  the  groups  together,  it  is 

1  The  data  on  which  this  paper  is  hased  were  collected  hj  Mr.  H.  H.  Claric. 
of  the  Office  of  Farm  Management,  under  the  joint  direction  of  Mr.  B*  H* 
Thomson  and  the  writer. 
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Groups* 

Number 

Per  cent 

FHTO 
FHO 
FTO 
FO 

435 

S68 
679 
730 

20 
13 
3S 
34 

*F  =  unpaid  laborer  on  the  home 

farm. 
H  =  hired     man.       T  =  tenant. 
O  :=  owner. 

to  be  noted  that  just  two  thirds  of  these  men  acquired  their  farms 
by  purchase,  the  other  third  mainly  by  inheritance,  while  7  per 
cent  of  the  entire  number  married  their  farms.  A  few  obtained 
them  by  homesteading,  but  these  are  old  men;  the  younger  gen- 
eration can  no  longer  obtain  farms  in  this  manner,  at  least  in  the 
region  in  which  these  studies  were  made. 

Table  II. — Percentage  of  farmers  acquuuxg  ownership  bt  different  meth- 
ods.    {For  meaning  of  symbols,  see  Tabl    I.) 


Groups 

Home- 
stead- 
ing 

Mar- 
riage 

Inher- 
itance 

Purchase 
from  near 
relatives 

From 
others 

Total  pur- 
chasing 

FHTO 
FHO* 
FTO 
FO 

1 
4 
1 
3 

9 

98 
5 

4 

1 

7 

93 

47 

19 

SO 
30 

77 
55 

41 
16 

89 
61 
71 
46 

*The  percentages  in  this  line  apply  to  111.,  Iowa,  Kan.,  and  Nebr.  only,  the 
Minn,  ov/ners  being  omitted  for  reasons  stated  in  the  text. 

Table  III  shows  the  average  age  at  which  the  men  in  these 
four  groups  left  their  fathers'  farms.  Referring  again  to  Table 
II,  it  will  be  seen  that  the  percentage  of  men  who  inherit  their 
farms  rises  rapidly  as  the  length  of  time  they  spend  on  the  home 
farm  increases.  This  is  undoubtedly  due  to  the  larger  size  of 
farms  on  which  those  men  who  remained  longest  at  home  were 
brought  up.  Not  only  was  there  room  for  them  on  the  home 
farm,  but  there  was  also  land  enough  to  furnish  many  of  them 
homes  as  their  ahare  of  the  estate.  The  yoimg  fellows  brought 
up  on  small  farms  left  home  early,  and  made  their  way  to  the  top 
of  the  ladder  by  the  more  laborious  method  of  climbing  from  step 
to  step. 

Not  only  is  the  percentage  of  inheritance  larger  the  longer  the 
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men  remain  on  the  home  farm,  but  the  proportion  of  those  who 
buy  from  near  relatives  increases  in  like  manner.  The  group  who 
skipped  the  tenant  stage  are  of  special  interest.  Of  the  268  men 
in  this  group,  160,  or  60  per  cent  of  them,  own  farms  in  the  state 
of  Minnesota.  One  hundred  and  thirty-one  of  this  number  bought 
their  farms  from  others  than  near  relatives.  This  was  because 
land  was  cheap  in  that  state  at  the  time  these  men  were  acquiring 
their  farms.  For  this  reason  the  Minnesota  men  are  omitted  from 
this  group  in  Table  II.  In  the  other  four  states  28  per  cent  of 
this  group  obtained  their  farms  by  marriage,  4  per  cent  by  home 
steading,  and  7  per  cent  by  inheritance.  This  group  is  thus  made 
up  quite  largely  of  men  who  did  not  acquire  ownership  by  pur- 
chase. Otherwise  most  of  them  would  have  been  compelled  to  pass 
through  the  stage  of  tenant. 

Table  III  shows  the  length  of  the  various  stages  and  the  average 
age  at  which  the  men  in  each  group  acquired  ownership.  Those 
Table  III. — Avebaoe  lexoth  of  btaoes.   (For  meaning  of  symbols,  see  Table  L) 
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who  left  their  fathers'  farms  to  become  hired  men  did  so  at  an 
average  age  of  19  years.  This  applies  to  both  groups  1  and  18. 
Group  3  were  brought  up  on  larger  farms,  remained  at  home  four 
years  longer,  and  were  thus  enabled  to  skip  the  hired-man  stage. 
Their  fathers  set  them  up  as  tenants  as  a  reward  for  their  ser- 
vices on  the  home  farm.  Group  4  consists  for  the  most  part  of 
men  brought  up  on  still  larger  farms.  They  remained  at  home 
till  on  the  average  they  were  26^  years  old.  We  have  already 
seen  (Table  II)  that  most  of  these  men  either  inherited  their 
farms  or  bought  them  on  easy  terms  from  their  fathers  or  other 
near  relatives. 

Group  1  spent  an  average  of  7  years  as  hired  men  and  10  years 
as  tenants  before  acquiring  ownership,  which  they  did  at  an  arer- 
^g^  ^g^  of  36  years.  In  general,  the  longer  these  men  remained 
on  the  home  farm,  the  earlier  the  age  at  which  they  acquired  own- 
ership.    This  is  an  argument  in  favor  of  farms  of  considerable 
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size.    The  young  men  on  such  farms  are  less  liable  to  have  to  pass 
through  the  stages  of  Jiired  man  and  tenant. 

It  is  worthy  of  note  that  class  S  is  made  up  largely  of  men  who 
acquired  their  farms  a  long  time  ago  {itO  years  on  the  average). 


in 
e>  2 


NUMBER  Btconmo 

HIRE.D  MEM 


Age  at  leaving  tbe 


In  a  less  degree  this  is  true  of  class  4 ;  while  classes  1  and  S  con- 
sist more  largely  of  men  who  acquired  their  farms  more  recently. 
These  last-maitioned  classes  both  involve  the  stage  of  tenancy. 
It  would  thus  appear  that  it  is  becoming  more  and  more  difficult 
to  acquire  farms  without  passing  through  the  tenant  stage. 

We  have  seen  that  the  average  age  at  which  young  men  left 
home  to  become  hired  men  on  the  farm  was  19.  The  facts  are 
given  in  more  detail  in  Figure  1.  The  largest  number  left  home 
at  the  age  of  18.    Next  in  order  are  21  and  16  years,  respectively. 
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Two  started  out  at  12  years  of  age,  whUe  two  others  left  the 
home  farm  when  they  were  32  years  old. 

While  those  who  skipped  the  hired-man  stage  left  home  at  an 
average  age  of  28,  Figure  2  shows  that  by  far  the  larger  number 
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Fia.  9.    Group  FTO,  679  individuals.    Age  at  becomiug  tenants,  average 
99.9  years. 

of  them  started  out  at  21.  The  bars  extending  downwards  in 
Figure  2  represent  men  who  rented  from  their  fathers  or  other 
near  relatives;  the  bars  extending  upwards,  those  who  rented 
from  others. 

Figure  3  shows  the  numbers  of  men  who  remained  at  home  for 
various  lengths  of  time  and  then  went  directly  to  ownership.  The 
bars  extending  downward  show  numbers  who  obtained  their  farms 
without  having  to  purchase  them ;  those  extending  upwards,  thoae 
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who  purchased.    In  both  cases  the  high  numbers  are  from  SI  to 
SO  years  of  age. 

While  the  average  length  of  the  hired-man  stage  in  the  group 
that  omitted  none  of  the  stages  was  7  years,  Figure  4  shows  that 
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Fio.  S.    Group  FOy  30  individuals.    Age  at  becoming  owners,  average  96.5 
years. 

the  high  numbers  come  at  from  4  to  6  years.  The  average  is 
raised  by  the  stragglers  who  remained  in  this  stage,  in  one  case, 
as  long  as  28  years. 

In  this  same  group  the  average  length  of  the  tenant  stage  was 
10  years ;  but  Figure  6  shows  that  the  high  numbers  come  at  from 
4  to  10  years. 

It  would  thus  appear  that  the  usual  course  of  those  farm  own- 
ers who  start  out  without  capital  is  to  work  four  to  six  years  as 
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hired  men,  four  to  ten  years  as  tenants,  after  which  they  male  a 
first  payment  on  a  farm  of  their  own.  If  this  were  a  settled  state 
of  affairs  in  this  country,  we  might  well  face  the  future  with  com- 
placency.   Tenancy  would  be  confined  mainly  to  young  men  who 
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Fio.  4.    Group  FHTO,  435  individuals.    Length  of  hired-man  stage,  aver- 
age 7.4  years.  .  ■•  iV     I  }  I'.'  .". 

are  just  winning  their  way  to  ownership  and  the  few  inccHnpeteots 
and  unfortunates  who  are  unable  to  climb  the  ladder  in  the  no^ 
mal  way. 

But  the  price  of  land  has  been  increasing  at  a  rapid  rate  in  re- 
cent years.  As  a  result,  the  length  of  time  a  man  must  spend  in 
the  stages  of  hired  man  and  tenant  is  increasing.  In  order  to  de- 
termine the  extent  of  such  increasci  the  men  in  group  1,  vbo 
passed  through  all  the  stages,  were  divided  into  groups  according 
to  the  decade  in  which  they  acquired  ownership.    Figure  6  sbovs 
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the  effect  on  length  of  the  hired-man  stage.  Those  who  acquired 
their  farms  81  to  40  years  ago  spent  an  average  of  6.2  years  as 
hired  men.  The  length  of  this  stage  increases  gradually,  until 
it  becomes  7.9  years  for  the  subgroup  who  acquired  ownership 


NUMBER  AC* 
OUIRINO  OWNER- 
SHIP BY  OTHER 
HEANB 


NUMBER  AC- 
QUIRINB  OWHW 
&MIP  BY  PUR- 
CHASE 


s 


Fio.  5.    Group  FHTO,  485  inddividuals.    Length  of  tenant  stage,  average 
9.8  years. 


during  the  decade  ending  with  1917.  This  is  an  increase  of  5S 
per  cent  in  three  decades,  an  average  of  about  17  per  cent  to  the 
decade.  The  rate  of  increase  is  slower,  however,  during  the  later 
periods. 

Figure  7  shows  the  relation  between  date  of  acquiring  owner- 
ship and  of  the  tenant  stage  for  this  same  group  of  men.  For 
those  who  acquired  their  farms  31  to  40  years  ago,  the  length  of 
the  tenant  stage  averages  4.9  years.  Three  decades  later  it  had 
increased  to  11.1  years,  an  increase  of  1S7  per  cent,  or  42  per 
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cent  per  decade.  But  the  rate  of  increase  is  also  slower  here  in 
the  last  decade  than  in  the  two  previous,  being  for  the  three 
periods  respectively  S.S,  2.4,  and  1.6  years.  It  would  therefore 
appear  that  even  under  present  conditions  it  is  possible  by  good 
management,  for  the  young  man  who  must  start  out  without  capi- 
tal, to  pass  through  the  various  stages  necessary  to  farm  owner- 

RLLATION  OF  TIME  OF  ACQUmiNG  OWKER- 
6HIP  TO  LENGTH  OF  TIME  SPENT  AS  HIRED  MAN  BY 
4-35   MID- WESTERN  FARM  OWNERS 
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Fio.  6.    Length  of  hired-man  stage. 

ship  and  acquire  economic  independence  by  the  time  his  children 
are  old  enough  for  college.  Whether  this  condition  will  continue 
will  depend  on  several  things,  one  of  which  is  the  price  of  farm 
land  in  the  future.  In  Europe  it  is  customary  to  state  the  price 
of  farm  land  in  terms  of  years'  rental.  Twenty-five  years  rent  is 
considered  a  normal  price  for  land.  It  would  simplify  matters  if 
a  similar  custom  were  adopted  in  this  country.  The  man  who 
buys  a  farm  on  time  would  then  know  more  of  his  prospects  for 
final  ownership  without  debt. 

Governmental  action  in  aiding  young  men  to  acquire  farms  is 
an  important  factor.  Other  nations,  notably  Denmark,  have 
solved  this  problem.  There  is  no  fundamental  reason  why  this 
country  can  not  do  the  same  thing.  It  is,  however,  beyond  the 
province  of  this  paper  to  pursue  this  phase  of  the  subject.  Never- 
theless it  behooves  us  as  students  of  agricultural  economics  to 
consider  carefully  the  entire  subject  of  tenant  farming  in  this 
country  with  a  view  to  seeing  that  it  occupies  its  proper  status  in 
a  system  in  which  ownership  farming  is  the  rule. 
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It  would  appear  to  be  the  part  of  wisdom  for  us  to  work  for 
Icfgislation  intended  to  aid  young  men  who  have  proven  themselves 
as  hired  men  to  become  tenants  on  good  farms.  Then  when  they 
have  proven  their  ability  as  farm  managers  aid  should  be  ex- 
tended to  them  in  buying  farms.  Such  a  plan  would  be  in  har- 
mony with  the  normal  processes  by  which  farms  are  acquired. 

HCLATIOH    Of  TIME  OF  ACQUIRINO  OWNERSHIP  TO 
LENGTH  OF  TIME  SfENT  A5  TENANTS  BY 
435  MID-WE5TEBN  FARM  OWNEH& 
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Fig.  7.    Average  length  of  tenant  stage. 

In  helping  tenants  to  buy  farms  it  would  be  legitimate  to  limit 
the  purchase  price,  say,  to  a  specified  number  of  years'  rent.  This 
would  tend  to  prevent  farm  land  from  rising  to  such  prices  that 
men  can  not  hope  to  pay  for  their  farms  during  their  working 
life.  At  least  it  would  result  in  reducing  tenancy  to  its  normal 
status  in  those  sections  of  the  country  in  which  the  price  of  farm 
land  is  reasonable.  It  would  also  tend  to  reduce  the  price  of  land 
in  sections  where  it  is  too  high,  for  it  would  reduce  the  demand 
for  such  land. 


TENANCY  IN  AN  IDEAL  SYSTEM  OF  LANDOWNERSHIP 

By  Richabd  T.  Ely  and  Chables  J.  Galpin 
The  University  of  Wisconsin 

Paet  a 

A  strange  misconception  in  regard  to  tenancy  is  current,  and 
this  has  led,  on  the  one  hand,  to  unduly  alarming  prognostica- 
tions, and,  on  the  o^er  hand,  to  proposed  remedies  which  would 
produce  ten  times  a^  much  evil  as  they  would  cure.  It  has  been 
even  suggested  that  tl^nancy  should  be  destroyed  root  and  branch, 
but,  if  it  were  possible;  to  succeed  in  this  proposed  destruction,  the 
results  would  mean  serious  disaster  and,  indeed,  widespread  eco- 
nomic ruin.  Tenancy \ may  be  a  good,  and  it  may  be  an  evil; 
as  we  find  it  in  the  Unit^  States,  it  is  partly  a  good  and  partly  an 
evil.  We  cannot  exercise  any  sound  judgment  in  regard  to  ten- 
ancy, unless  we  have  some  standard  of  measurement — ^in  other 
words,  unless  we  have  in  our  minds  an  ideal  which  it  is  desirable 
to  approach.  The  purpose  of  this  brief  paper  is  to  consider, 
then,  some  of  the  aspects  of  tenancy  which  are  good,  and  to  at- 
tempt to  give  some  indications,  at  least,  of  the  place  which  tenancy 
would  occupy  in  an  ideal  system  of  landownership. 


Tenancy  is  everywhere  to  be  regarded  as  a  goal  for  some  farm- 
ers. There  is  a  class  of  men,  and  one*not  altogether  inconsiderable 
in  number,  who  thrive  best  under  the  economic  direction  of  an- 
other. In  other  words,  there  are  men  who  are  good  farmers,  as 
there  are  men  who  do  well  in  other  business  enterprises,  when  they 
are  guided  by  those  who  have  the  managerial  ability  which  they 
themselves  lack.  Anyone  who  has  carefully  observed  the  experi- 
ence of  men  about  him  will  readily  call  to  mind  numerous  illustra- 
tions. I  myself  have  in  mind  a  typical  one.  This  was  the  case  of 
a  man  who  had  many  of  the  qualities  of  a  merchant  and  had  these 
qualities  in  high  degree,  but  he  was  not  an  entrepreneur.  He 
worked  up  to  a  position  where  he  had  an  annual  income  of  $7000, 
and  this  was  at  a  time  when  an  income  of  that  amount  would  be 
equal  to  an  income  of  $10,000  to  $16,000  today.  He  was  in  a 
wholesale  house  in  one  of  our  great  cities,  and,  had  he  been  con- 
tent to  remain  in  this  house,  he  would  have  died  with  at  least  a 
competence,  say  a  quarter  of  a  million  dollars,  probably  being 
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taken  into  partnership  in  a  small  way.  He  had  an  ambition,  how- 
ever, to  become  an  independent  merchant  and  have  his  name  ap- 
pear leading  a  firm  name.  He  tried  it  at  the  time  that  I  have  in 
mind,  only  to  see  his  business  go  into  the  hands  of  a  receiver. 
Before  this  last  venture,  he  had  tried  to  establish  himself  as  a 
merchant  in  a  small  city.  Every  effort,  however,  proved  a  failure, 
as  he  simply  did  not  have  the  managerial  capacity  for  an  inde- 
pendent undertaking. 

It  is  very  true  that  the  difference  in  self-direction  between  a 
merchant  as  head  of  a  great  wholesale  concern  and  the  mercantile 
employee  whom  I  have  considered  is  far  greater  than  the  differ- 
ence between  the  man  cultivating  his  own  farm  and  the  tenant  in 
our  northern  states.  The  tenant  has  a  large  measure  of  self- 
direction  as  a  normal  and  regular  thing.  There  are,  however, 
many  cases  where  he  has  helpful  guidance,  and  this  frequently 
amounts  to  more  than  he  himself  realizes.  The  hypothesis  here  is 
that  as  he  has  such  guidance  the  owner  is  in  close  touch  with  the 
tenant,  and  is  a  man  who  has  certain  gifts  or  valuable  experience 
in  larger  measure  than  the  tenant.  This  is  a  frequent  case.  It  is 
also  a  hypothesis  that  the  landlord  resides  near  the  farm,  because 
absentee  landlordism  fails  at  this  critical  point;  and  it  may  be 
said  in  general  that  absentee  landlordism  very  generally  in  our 
country  and  elsewhere  fails  to  meet  the  test  of  good  landlordism. 
Even  if  it  is  not  to  be  condemned  absolutely,  it  is  something  which 
should  be  watched  carefully  in  the  public  interest  and  should  not 
be  allowed  to  reach  large  dimensions. 

Great  estates  coming  down  from  generation  to  generation,  like 
the  ScuUy  Estates  in  the  Misissippi  Valley,  do  not  supply  these 
conditions  which  make  tenancy  desirable  for  certain  classes  of 
men.  This,  however,  is  a  separate  subject,  into  which  we  cannot 
enter  at  the  present  time. 

Tenancy  as  a  goal  suggests  a  resting  place  or  termination  of  a 
career, — the  achievement  of  tenancy.  When  it  is  the  last  step,  it 
may  come  in  a  variety  of  ways,  for  example,  as  a  result  of  the  in- 
heritance of  a  rented  farm,  as  it  frequently  does  in  England  and 
older  countries,  or  it  may  come  as  an  ascent  from  the  condition 
of  laborer,  and  thus  be  a  rung  upward  on  the  agricultural  ladder. 
But  when  a  farmer  remains  a  tenant,  it  by  no  means  signifies  that 
he  is  not  making  economic  and  social  progress.  A  tenant  may  be 
a  very  well-to-do  man,  and  in  a  prosperous  region  like  southern 
Wisconsin  the  typical  tenant  may  be  quite  as  well  off  in  economic 


18S  American  Economic  Asiociation 

goods  as  the  typical  fanner  cultivating  his  own  farm  in  western 
New  York  forty  or  fifty  years  ago.  Certainly  he  is  more  pros- 
perous than  the  typical  settler  on  his  own  land  in  many  of  the 
newer  sections  of  the  country.  We  will  not  discuss  the  pros- 
perity of  the  tenant  further  in  this  connection.  The  general  prop- 
osition is  simply  that  for  some  farmers  in  all  parts  of  the  world, 
and  especially  in  the  older  and  more  prosperous  agricultural  re- 
gions, tenancy  is  the  proper  goal  or  permanent  resting  place; 
for  this  results  from  a  permanent  differentiation  of  human  quali- 
ties.   I  pass  on  now  to  my  second  related  proposition. 

n 

Tenancy  has  a  permanent  place  in  an  ideal  system  of  ownership 
for  large  numbers  in  some  places.  The  amount  of  tenancy  de- 
sirable for  those  who  fare  best  as  permanent  tenants  will  differ 
in  different  parts  of  the  country.  The  number  depends  in  part 
upon  the  kind  of  agriculture  pursued,  upon  various  conditions  of 
time  and  place,  and  upon  the  economic  stratification  and  racial 
composition  of  the  population.  Where  there  are  wide  differences 
in  the  capacity  of  various  economic  classes,  tenancy  will  nat- 
urally have  a  large  place,  especially  if  the  lower  strata  are  some- 
what deficient  in  economic  qualities.  The  negroes  of  our  South 
furnish  an  illustration.  In  some  cases  ownership  of  land  by 
negroes  leads  to  idleness,  and  in  other  places  to  wasteful  culture. 
We  have  no  statistical  data  that  enable  us  to  tell  how  large  a 
proportion  of  the  negroes  would  thrive  best  under  the  system  of 
good  landlordship.  Perhaps  it  would  not  be  possible  to  tell  with- 
out more  careful  experimentation.  If  we  should  set  out  to  do  the 
very  best  we  could  for  them,  calling  into  cooperation  with  us 
their  wisest  leaders,  I  am  inclined  to  think  that  at  present  at  least 
one-half  of  the  negroes  would  thrive  best  as  tenants  under  wise 
direction,  and  probably  more  than  one-half,  taking  the  country  as 
a  whole.  If  this  is  the  case,  then  a  good  land  policy  for  our 
Southern  States  should  be  directed  very  largely  to  the  develop- 
ment of  good  tenancy  and  good  landlordship.  Kindly  and  wise 
direction  of  the  lower  strata  by  those  whose  economic,  intellectual, 
and  social  development  has  reached  a  higher  plane  is  something 
that  cannot  be  dispensed  with  if  this  world  is  to  be  a  decent  place 
to  live  in.  But  this  by  no  means  implies  a  policy  of  lawex  faire 
and  exclusive  reliance  upon  individual  benevolence.  Experience 
has  amply  demonstrated  the  futility  of  laissez-faire  individualism. 
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We  need  everywhere  active  boards  of  control  for  land  just  as 
much  as  for  railways.  So  it  must  be  remembered  that  a  helpful 
state  land  commission  is  required  along  with  any  and  every  kind 
of  land  tenure.    To  this  we  return  later. 

For  negroes  and  any  other  similar  group,  we  should  always 
keep  open  a  broad  way  to  success  and  encourage  landownership 
just  as  fast  as  individual  fitness  for  landownership  is  shown.  The 
folly  of  wholesale  attempts  at  transformation  by  legislation  should 
have  been  demonstrated  for  all  time  by  the  results  of  giving  all 
the  negroes  the  ballot  at  the  close  of  the  war — something  far 
different  from  what  Lincoln  had  desired. 

m 

Tenancy  is  one  means  of  transmission  of  landed  property  from 
one  generation  to  another,  and  a  very  desirable  means  of  transmis- 
sion in  suitable  cases.  Let  us  take  the  case  of  a  father  of  a  family 
with  a  farm  of  S20  acres  in  the  fertile  Mississippi  Valley.  He 
has  three  sons  and  one  daughter.  The  farm  is  entirely  paid  for, 
is  provided  with  good  buildings,  and  the  farmer  has  a  handsome 
balance  in  the  bank.  Two  sons  have  received  a  professional  edu- 
cation and  have  got  started  in  life,  one  as  a  physician,  the  other 
as  a  lawyer.  One  son  stays  on  the  farm  and  the  daughter  marries 
a  promising  young  farmer,  blessed  in  everything  except  money. 
As  the  father  grows  older,  he  decides  to  divide  the  farm  into  two 
parts.  The  daughter's  husband  takes  over  one  quarter  section 
and  the  son  takes  over  one  quarter  section,  both  of  them  nominally 
tenants.  The  father  moves  to  a  nearby  village  and  finds  occupa- 
tion suitable  to  his  declining  physical  strength  on  the  two  farms, 
helping  especially  in  harvest  time,  but  at  other  times  giving  such 
wise  direction  as  may  be  desired.  Upon  his  death,  the  farms 
pass  to  the  son  and  daughter,  while  the  two  professional  sons 
have  already  gained,  or  are  rapidly  gaining,  a  competence.  This 
is  a  very  frequent  case  and  accounts  for  a  very  considerable  pro- 
portion of  tenancy.  Tenancy,  in  other  words,  is  frequently  a 
family  arrangement  which  corresponds  to  difference  in  age  groups 
and  to  concrete  conditions.  This  is  the  situation  found  in  every 
part  of  the  United  States  and  a  situation  found  also  in  foreign 
countries.  I  recall  coming  upon  it  as  typical  in  my  investigations 
in  Bavaria.  1    ' 

Studies  have  been  made  of  this  situation  by  Messrs.  Eugene 
Merritt  and  K.  L.  Hatch,  and  the  results  of  this  investigation  are 
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published  in  a  bulletin  entitled,  ^^Some  Economic  Factors  Which 
Influence  Rural  Education  in  Wisconsin."  From  it  we  take  the 
following  data  for  Iowa  County,  Wisconsin. 

Of  all  farmers  in  the  county,  married  less  than  10  years,  40 
per  cent  are  tenants;  marriied  between  10  and  20  years,  15  per 
cent  are  tenants;  married  over  20  years,  8  per  cent  are  tenants. 
Of  4S4  tenants  studied  with  respect  to  years  of  tenure,  ITS  had 
the  same  name  as  the  owner.  It  is,  of  course,  highly  probable 
that  a  considerable  number  of  the  remaining  269  were  related  to 
the  owner  through  marriage. 

Of  the  259,  206,  or  80  per  cent,  had  occupied  the  farm  they 
were  on  at  census  date  3  years  or  less. 

Of  the  first  class,  84,  or  48  per  cent,  had  occupied  the  farm 
S  years  or  less.  It  is  evident  from  above  and  other  collateral  data 
that  for  Iowa  County  tenancy — ^in  a  very  large  measure — ^is  a 
stage  in  the  development  of  ownership. 

I  do  not  present  these  statistics  as  indicative  of  what  happens 
in  the  United  States  generally.  They  give  facts  in  regard  to  one 
county  in  Wisconsin,  and  I  believe  they  could  be  duplicated  in 
many  other  counties  in  Wisconsin  and  elsewhere.  We  need  in 
this  particular,  as  in  so  many  others,  far  more  extensive  investi- 
gations than  have  as  yet  been  made,  and  far  better  than  most  of 
those  that  have  thus  far  been  undertaken. 

Undoubtedly  there  are  many  cases  of  farmers  who  to  their  own 
injury  retire  too  early,  but  even  in  an  ideal  system  a  very  con- 
siderable percentage  of  farms  would  be  operated  by  tenants,  who 
through  tenancy  represent  a  stage  in  the  transference  of  property 
from  generation  to  generation.  Let  us  suppose  that  a  man  begins 
work  as  a  tenant  on  his  father's  farm  at  22,  inherits  the  farm  at 
82,  retires  at  62,  and  dies  at  72.  Then  during  the  period  of  fifty  * 
years  of  ownership,  one-fifth  of  the  time  this  man  was  a  tenant, 
three-fifths  a  farmer  tilling  his  own  acres,  and  one-fifth  a  land- 
lord, possibly  his  son-in-law  being  the  tenant.  Two-fifths  or  40 
per  cent  of  the  time  the  farm  has  been  in  a  state  of  tenancy. 

It  naturally  follows  from  the  above  that  as  a  new  country 
comes  to  be  an  old  country  there  will  normally  be  an  increase  in 
tenancy.  I  have  found  parts  of  Upper  Wisconsin  where  settle- 
ment is  still  recent  and  where  the  people  boast  that  there  is  prac- 
tically no  tenancy.  The  settlers  are  so  recent  that  tenancy  has 
not  come  into  existence  as  a  method  of  transferring  property  from 
generation  to  generation.    As  a  country  grows  older,  and  particu- 
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larly  as  a  country  becomes  more  prosperous,  tenancy  will  in- 
crease, because  the  older  generation  will  be  engaged  in  the  ^^retreat" 
from  the  farm,  to  use  Professor  Galpin's  felicitous  phrase.  There 
are  also  other  reasons  why,  even  if  the  conditions  of  landowner- 
ship  are  quite  as  good  as  the  present,  there  will  be  an  increase  in 
tenancy.    These  other  reasons  are  mentioned  in  the  present  paper. 

IV 

Tenancy  is  also  a  good  thing  when  it  represents  a  rung  in  the 
agricultural  ladder  and  means  a  step  upwards  in  the  winning  of 
a  competency.  Sometimes  and  frequently  a  man  begins  as  an 
agricultural  laborer,  saves  money  enough  to  become  a  tenant, 
then  through  tenancy  acquires  enough  to  purchase  a  farm,  gives 
back  a  mortgage  and  gradually  pays  for  this  mortgage.  Familiar 
statistics  showing  age  groups  of  farmers,  show  how  largely  tenan- 
cies form  a  rung  on  the  agricultural  ladder.  Professor  Spill- 
man,  who  is  on  the  program  with  me,  has  made  various  investi- 
gations which  clearly  reveal  the  upward  movement  of  farmers  as 
their  age  increases.  A  recent  study  of  2112  farm  owners  shows 
that  nearly  three-quarters  of  them  have  been  hired  men  or  tenants 
before  they  acquired  farms.  The  farmers  who  mounted  the  agri- 
cultural ladder  beginning  as  agricultural  laborers,  and  passing 
through  the  stage  of  tenancy,  became  owners  at  the  average  age 
of  86V^,  while  those  who  skipped  the  tenant  stage  became  owners 
at  the  average  age  of  89.  Over  three-fourths  of  the  farmers  un- 
der 25  years  of  age  are  tenants ;  but  among  the  farmers  S5  to  45 
years  of  age,  only  about  one-third  are  tenants.  Among  farmers 
65  to  66  years  of  age,  only  about  one-fifth  are  tenants.  This  is 
a  large  subject,  by  itself,  and  the  figures  given  are  merely  illus- 
trative. I  expect  that  my  associate.  Professor  Spillman,  will  dis- 
cuss this  topic  adequately. 

We  shall  not  have  good  agriculture  unless  our  policies  are 
framed  with  respect  to  the  existence  of  the  three  classes — ^labor- 
ers, tenants,  and  landowners — ^in  due  proportion.  Any  plan  for 
the  future  which  overlooks  the  three  classes  is  to  that  extent  de- 
fective. 

Is  there  any  way  whereby  a  man  starting  with  nothing  can 
acquire  a  valuable  farm  without  toil  and  without  abstinence  in- 
volved in  the  accumulation  of  wealth,  unless  the  property  is  taken 
from  others  and  handed  over  to  him,  which  in  the  absence  of  gift 
or  inheritance  means  that  he  has  acquired  wrongfully  and  at  the 
expense  of  others  his  farm?     Statistical  data  as  we  have  just 
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seen  show  that  men  become  farm  owners  at  increasing  age.  This 
may  be  an  evil,  and  it  may  not  be  an  evil.  When  we  say  that  a 
man  has  acquired  a  farm,  what  do  we  mean?  It  may  be  that  he 
has  acquired  a  value  of  $1000  and  it  may  be  a  value  of  $10,000. 
It  may  be  that  a  man  at  the  age  of  4>5  has  acquired  a  farm  debt- 
free,  and  another  man  at  the  age  of  86  has  acquired  a  farm  debt- 
free,  both  of  them  beginning  their  efforts  to  acquire  a  farm  at 
the  age  of  S5.  Let  us  suppose  that  the  farm  acquired  by  the  man 
at  the  age  of  45  is  worth  $80,000,  and  that  the  farm  acquired  by 
the  man  at  the  age  of  85  is  worth  $10,000.  The  man  who  acquires 
this  farm  at  the  age  of  85  has  got  ahead  at  the  rate  of  $1000  a 
year.  The  man  who  has  acquired  the  farm  at  the  age  of  45  has 
gained  $1500  a  year,  and  has  made  the  more  rapid  progress  in 
wealth  accumulation.  Whether  or  not,  from  the  point  of  view  of 
general  economic  well-being  and  a  desirable  social  order,  he  is 
better  off  or  worse  off  cannot  be  stated  absolutely  and  uncon- 
ditionally; and  here  and  now  we  have  not  time  to  discuss  all  the 
individual  and  social  interests  involved.  It  is  not  the  prize  at  the 
end  of  a  struggle  that  is  always  a  chief  reward,  but  the  struggle 
itself,  and  the  life  during  the  period  of  the  struggle.  I  remember 
well  the  case  of  a  family  in  Langlade  County,  Wisconsin,  that  had 
moved  into  the  county  in  early  days  and  had  acquired  a  farm 
competence.  The  aged  wife  of  the  settler  looked  back  with  joy 
upon  the  early  life  in  the  community  when  the  privations  were 
great,  and  her  face  glowed  as  she  spoke  about  the  joys  of  the  days 
of  successful  struggle.  Those  seemed  to  her  better  days  than  the 
present  days  of  prosperity  with  the  early  goal  achieved  and  the 
husband  dead.  As  Robert  Louis  Stevenson  said,  ^*To  travel 
hopefully  is  a  better  thing  than  to  arrive,  and  the  true  success  is 
to  labour."  There  are  those  who  seem  to  think  that  anyone  de- 
siring a  valuable  farm  should  have  it  and  at  once  become  an  inde- 
pendent farmer.  If  this  is  not  said  in  so  many  words,  it  is  cer- 
tainly the  implication  of  much  loose  talk  that  we  hear;  yet  no 
one  expects  that  every  man  employed  in  a  bank  is  to  become  a 
large  stockholder  at  an  early  age,  and  still  less  is  it  considered 
a  grievance  because  everyone  in  a  banking  business  does  not  have 
a  bank  of  his  own.  The  analogy  is  not  perfect  because  it  is  at 
once  admitted  that  we  desire  a  large  number  of  independent  farm 
owners,  and  that  for  social  and  political  reasons  quite  as  much  as 
for  economic  reasons.  The  economic  reasons  are  not  decisive,  as 
we  may  see  in  England,  where  we  have  good  cultivation  of  the 
land  under  almost  universal  tenancy,  where  even  with  good  agri- 
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culture  social  and  political  evils  manifest  themselves  as  a  result  of 
the  too  small  number  of  independent  landowners. 

In  the  kind  of  world  in  which  we  live,  it  is  not  an  evil  that  a 
man  should  be  obliged  to  struggle  for  a  competence,  and  that  it 
should  take  years  for  one  starting  at  the  foot  of  the  ladder  to 
climb  to  the  top.  Sudden  accumulations  are  bad  for  us,  generally 
speaking,  as  they  bring  to  the  surface  and  develop  certain  weak- 
nesses of  human  nature. 

Here  again  we  come  to  the  proposition  that  as  the  country 
grows  older  tenancy  will  increase  normally  and  regularly,  which 
is  not  necessarily  a  bad  condition. 


In  an  ideal  system  of  landownership  we  shall  have  a  very  con- 
siderable percentage  of  the  land  area,  both  urban  and  rural,  in 
public  ownership.  Public  ownership  is  everywhere  increasing  to- 
day. So  far  as  we  now  know,  for  a  greater  proportion  of  the 
land,  private  ownership  is  better;  but  even  so,  there  are  various 
reasons  why  a  larger  proportion  of  the  land  should  be  in  public 
ownership  than  is  the  case  at  present.  We  have  already  a  large 
area  of  school  lands  in  public  ownership,  to  say  nothing  about 
the  lands  of  the  open  range,  and  perhaps  these  to  a  very  con- 
siderable extent  should  remain  in  public  ownership.  It  is  gener- 
ally conceded  that  forest  lands  where  they  exist  in  large  areas 
should  be  publicly  owned  and  administered. 

The  public  ownership  of  considerable  areas  of  land,  both  in  city 
and  country,  is  desirable.  Absolute  definite  proportions  of  land 
to  be  publicly  owned  cannot  be  determined:  everything  depends 
upon  conditions  of  time  and  place. 

As  a  matter  of  fact,  we  can  scarcely  take  a  step  in  the  fruitful 
discussion  of  land  policies  unless  we  first  classify  the  land,  for 
what  holds  with  regard  to  one  class  of  land  does  not  hold  with 
regard  to  another  class  of  land.  Let  us  take  up  the  subject  of 
mineral  resources.  I  think  economists  are  very  generally  agreed 
that  the  mineral  treasures  of  the  earth  should  be  publicly  owned. 
I  mean  by  this  that  if  we  had  to  do  with  a  new  country,  the 
economists  would,  in  my  opinion,  by  an  overwhelming  majority  be 
in  favor  of  reserving  all  of  the  mineral  rights  as  public  property. 
As  a  matter  of  fact,  this  is  coming  to  be  the  established  policy  in 
our  own  country,  as  well  as  in  other  countries.  I  think  that  the 
economists  will  very  generally  favor  measures  calculated  to  bring 
aU  undiscovered  mineral  treasures  into  public  ownership,  so  far 
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as  this  may  be  done  without  undue  cost  and  without  confiscation. 
I  believe  economists  very  generally  are  in  favor  of  the  public 
ownership  of  shore  lands  of  real  significcuicey  and  of  all  pieces  of 
lands  which  have  peculiar  strategic  significance* 

A  good  deal  of  land  in  the  German  cities,  notably  Frankfort-on- 
the-Main  and  Ulm  on  the  Danube,  is  owned  by  the  cities,  and  that 
has  beneficial  effects.  Public  ownership  of  dwelling  sites  makes 
possible  arrangements  whereby  dwellers  in  the  cities  can  acquire 
homes  and  a  freehold,  provided,  of  course,  the  city  is  always  buy- 
ing land,  as  well  as  selling  land.  The  ownership  of  forests  about 
cities,  as  in  the  case  of  Frankfort  and  in  the  case  of  Heidelberg, 
is  desirable.  Certain  illustrations  in  our  own  country — ^for  ex- 
ample, Lynn,  Massachusetts — ^may  be  instanced.  The  public 
ownership  of  land  along  water  courses  and  about  reservoirs,  fur- 
nishing urban  water  supplies,  is  very  desirable.  Baltimore  serres 
as  an  illustration,  although  the  municipal  ownership  there  has 
not  been  carried  so  far  as  is  desirable.  Sometimes  public  owner- 
ship involves  tenancy,  sometimes  direct  management. 

Illustrations  of  desirable  permanent  public  ownership  with  va- 
rious forms  of  tenancy  are  afforded  by  the  national  forests  and 
the  open  range  in  the  Far  West.  Certain  lands  strategically  situ- 
ated, like  the  banks  of  streams  and  the  land  surrounding  the  water 
holes  in  the  West,  may  be  instanced  as  illustrations.  When  we 
have  anything  like  an  ideal  system  of  landownership  in  the  West, 
it  will  mean  a  good  deal  of  public  ownership  and  a  good  deal  of 
public  tenancy. 

Tenancy  will  play  a  very  considerable  role  with  respect  to  the 
lands  which  are  in  public  ownership.  The  nation,  state,  or  citj, 
as  the  case  may  be,  will  very  properly  seek  to  gain  an  income 
from  these  publicly  owned  lands ;  otherwise  their  tenants  will  be  a 
favored  class.  At  the  same  time,  where  we  have  public  ownership^ 
there  should  be  an  attempt  to  develop  a  satisfactory  system  of 
tenancy  which  will  help  men  upwards.  There  is  considerable 
room  here  for  legitimate  experimentation. 

In  fact,  it  is  suggested  as  desirable  that  our  various  states 
should  acquire  land,  where  they  do  not  now  own  it,  and  should 
establish  model  systems  of  tenancy,  conducting  various  experi- 
ments to  discover  the  best  kinds  of  tenancy.  It  is  just  as  legiti- 
mate to  have  model  tenant  farms  as  it  is  to  have  model  experi- 
mental farms,  devoted  to  trials  of  different  kinds  of  seed  and  cbY- 
ferent  methods  of  agriculture.  The  state  with  a  good  system  of 
administration  is  in  a  better  position  than  an  individual  to  try 
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experiments  in  tenancy.  The  state  also  can  have  an  influence  out 
of  all  proportion  to  the  area  of  land  it  lets  to  tenants  in  estab- 
lishing models  for  landowners  to  follow.  An  illustration  can  be 
given  from  the  City  and  Suburban  Homes  Company,  of  New  York 
City.  This  company  has  a  capital  of  only  six  or  seven  millions, 
which  is  not  large  in  New  York  City,  and  yet  it  has  been  able 
to  exercise  an  appreciable  influence  upon  tenancy  in  that  city. 
It  does  the  best  it  can  for  the  tenants  with  a  rate  of  4  to  5  per 
cent  on  money  invested,  and  has  forced  the  private  owners  of 
tenements  to  establish  better  conditions  in  order  to  secure  good 
tenants. 

We  may  lay  it  down  as  a  general  rule  that  the  higher  the  grade 
of  the  piiblic  service^  the  larger  the  adrrUssable  percentage  of 
tenancy. 

VI 

In  an  ideal  system  of  landownership,  tenancy  will  be  regulated. 
The  regulation  of  tenancy  is  a  world-wide  phenomenon  and  is  in- 
creasing in  civilized  countries.  We  have  here  to  do  with  a  public 
interest.  If  there  is  such  a  thing  as  a  public  utility^  we  may  say 
that  it  is  th^  land.  While  we  have  much  good  tenancy  in  this 
country,  and  while  the  evils  of  tenancy  in  the  United  States  have 
been  grossly  exaggerated,  unquestionably  we  do  have  a  great  deal 
of  tenancy  which  is  far  from  what  it  should  be,  resulting  in  human 
loss,  as  well  as  loss  in  material  well-being. 

Short  tenancies  particularly  are  undesirable.  The  tenant  must 
have  a  real  interest  in  the  improvement  of  the  land,  as  well  as  a 
real  interest  in  the  community  in  which  he  lives.  Older  countries 
have  been  obliged  to  make  provision  for  payment  to  the  tenant 
for  the  unexhausted  improvements  of  the  soil  which  are  due  to  his 
effort,  and  also  a  payment  for  disturbance  of  his  tenancy.  In 
Scotland  and  Ireland  rents  are  regulated,  and  doubtless  will  be  in 
England.  We  have  here  many  very  difficult  problems.  There  is 
a  tendency  for  good  tenancy  to  ripen  into  dual  ownership  of  the 
land.  This  was  the  case  in  Ireland  and  has  resulted  in  the  pur- 
chase of  the  land  by  the  government  and  its  sale  to  the  tenants 
under  a  long-time  amortization  plan. 

vn 

In  an  ideal  system  of  landownership  there  will  be  an  endeavor 
to  create  in  the  landowner  a  feeling  that  landownership  carries 
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with  it  a  social  mission.  Many  have  this  feeling  already;  and 
any  wide  survey  of  the  world's  experience,  coupled  with  a  knowl- 
edge of  human  nature,  will  show  that  it  is  possible  to  develop  this 
very  greatly.  In  our  economic  life  it  is  folly  to  suppose  that  we 
can  ever  get  beyond  a  stage  in  our  evolution  where  conscience  will 
not  be  needed,  and  where  part  of  our  task  will  not  be  appeals  to 
the  individual  conscience. 

In  an  ideal  system  of  landownership,  landowners  will  try  to 
buUd  up  those  who  are  their  tenants  and  will  frequently  be  dis- 
posed to  help  those  who  are  tenfiuits  to  acquire  ownership  of  the 
land  occupied,  selling  one  farm  and  purchasing  another,  in  order 
in  turn  to  help  a  tenant  acquire  ownership  of  this  newly  pur- 
chased farm.  In  other  cases,  however,  the  landowners  will  simply 
help  the  tenants  as  tenants,  or,  as  frequently  happens,  will  help 
them  to  acquire  other  farms. 

In  an  ideal  system,  also,  we  shall  have  companies  analogous  to 
the  City  and  Suburban  Homes  Company  of  New  York,  already 
mentioned,  which  will  purchase  and  sell  land  in  order  to  help  men 
acquire  landownership. 

vin 

In  an  ideal  system  of  landownership  there  surely  will  be  a 
limited  place  for  ownership  of  land  by  those  who  love  the  land 
and  yet  are  not  able  to  live  on  it.  In  some  cases  these  owners 
will  employ  managers;  in  others,  they  will  let  their  land  to  ten- 
ants. It  is  not  desirable  that  the  land  should  be  generally  held 
by  those  who  use  it  as  a  plaything.  Nevertheless,  professional 
men  may  legitimately  and  without  injury  to  society  own  land  and 
enjoy  the  ownership.  They  may  try  experiments  which  poorer 
men  could  not  try,  and  also  they  may  use  the  land  as  an  anchor 
to  the  windward,  as  something  to  fall  back  on  in  case  of  loss,  or 
something  for  old  age. 

Those  familiar  with  the  Blue  Grass  region  of  Kentucky  know 
that  there  are  many  beautiful  farms  there  belonging  to  rich  own- 
ers who  cultivate  them  well  and  who,  among  other  things,  engage 
in  the  breeding  of  horses.  Whether  or  not  this  promotes  the  gen- 
eral welfare  of  the  community  is  an  open  question.  It  tends  to 
raise  wages,  and  if  it  raises  them  above  a  true  economic  level,  it 
may  in  the  long  nm  be  injurious  to  the  wage  earners,  as  well  as  to 
the  other  farm  owners.  We  have  many  questions  which  in  this 
connection  require  more  careful  consideration  than  they  have 
ever  received. 
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We  find  in  many  parts  of  the  world,  but  especially  in  England, 
those  who  prefer  capitalistic  farming  without  ownership  of  the 
land  under  the  conditions  of  ownership  which  exist.  Doubt- 
less there  are  many  parts  of  the  United  States  where  a  man  will 
make  more  money  without  ownership  of  the  land  than  he  will  with 
ownership  of  the  land,  and  this  is  due  to  conditions  not  easily 
remedied.  It  is  doubtful  if  from  the  social  and  political  point  of 
view  capitalistic  farming  without  ownership  of  land  is  to  be  en- 
couraged. Certainly  it  is  not  to  be  prohibited  absolutely,  as 
within  narrow  limits  it  may  prove  even  beneficial.  Should  any 
general  tendency  develop  toward  a  great  extension  of  capitalistic 
farming  without  landownership,  it  would  be  in  order  to  consider 
measures  to  check  the  tendency.  Tenancy  as  a  prevailing  system 
for  land  utilization,  either  in  city  or  country,  is  not  desirable,  even 
if  the  land  is  publicly  owned.  New  Zealand  has  tried  the  lease- 
hold system  with  public  ownership  of  the  land,  and  is  gradually 
abandoning  it  for  the  freehold.  As  a  clever  French  writer  has  well 
said,  in  New  Zealand  democracy  in  landownership  has  triumphed 
over  socialism  in  landownership.  As  a  universal  system,  public 
ownership  of  leased  and  rented  land  is  practically  impossible,  as 
well  as  undesirable.  The  utilizers  of  the  land,  having  great  and 
irresistible  political  power,  will  inevitably  make  themselves  virtual 
owners,  and  they  may  do  this  under  such  conditions  that  their  an- 
nual payments  for  nominally  rented  land  will  be  less  than  the 
taxes  paid  by  the  American  owner  of  a  freehold. 

I  well  remember  one  of  the  reformers  in  New  Zealand  talking  to 
me  in  the  Capitol  building  at  Wellington  about  the  situation.  He 
almost  had  tears  in  his  eyes  when  he  told  me  how  they  had  put 
men  on  the  land  publicly  owned,  how  they  had  made  these  men 
strong  and  prosperous,  and  how  they  had  voted  into  power  the 
present  Massey  Government,  because  the  Massey  Government  had 
promised  them  the  freehold.  This  is  a  natural  evolution.  After 
the  freehold  has  been  reached,  then  there  begins  an  evolution,  such 
as  we  see  in  this  country,  and  such  as  we  see  elsewhere  in  the 
world,  as  a  result  of  which  the  privately  owned  land  is  controlled 
socially  and  is  made  subservient  to  social  well-being. 

In  Australia  it  is  reported  that  with  the  aim  of  bringing  about 
a  socially  desirable  use  of  the  land,  and  especially  to  prevent  the 
growth  of  tenancy,  land  has  in  some  cases  been  sold  with  limited 
and  imperfect  titles — ^^'spotted  titles,"  so  called.    These  titles  re- 
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strict  the  transfer  of  land  to  actual  settlers.  The  general  aim 
may  be  approved,  while  the  method  of  achieving  it  may  be  found 
faulty.  It  is  said  that  the  ^^spotted  titles"  have  proved  objection- 
able in  many  cases.  It  is  better  to  let  the  landownership  develop 
into  full  ownership  and  then  to  exercise  such  control  over  its  own- 
ership as  may  be  desirable  by  general  laws  imposed  by  land  com- 
missions. This  is  the  method  followed  in  Ireland,  where  transfers 
of  land  are  controlled  by  the  Irish  Land  Boards  until  the  amorti- 
zation payments  are  fully  made. 


A  man  as  landowner  and  landlord  may  be  a  most  useful  citizen, 
even  if  he  has  several  farms.  If  he  is  the  right  kind  of  landlord, 
sokne  of  his  tenants  will  be  developing  into  capable  farmers  and 
gradually  acquire  farms  of  their  own,  while  others  may  remain, 
leading  happy,  useful,  and  honorable  lives  as  tenants.  The  fol- 
lowing is  a  history  of  three  farms  in  Dane  County,  not  far  from 
Madison,  Wisconsin. 

The  farms  in  question  belong  to  the  Honorable  John  S.  Donald, 
and  are  located  near  Mount  Horeb,  in  Dane  County,  Wisconsin. 
First,  a  word  about  the  owner.  Mr.  Donald  is  of  Scotch  extrac- 
tion, a  native  of  Wisconsin,  now  in  middle  life.  His  popularity  is 
shown  in  the  fact  that  he  has  been  four  times  elected  to  the  state 
legislature  and  that  he  has  been  secretary  of  state  in  Wisconsin 
for  four  years.  He  has  lived  on  or  near  his  farms  and  kept  in 
close  touch  with  them  until  the  last  few  months,  when  he  has  been 
in  France  in  the  service  of  the  Y.  M.  C.  A.  Mr.  Donald's  farms 
have  come  to  him  from  his  father  and  mother;  the  latter  is  still 
living.  The  farms  amount  altogether  to  640  acres,  or  a  section 
of  land.  Originally  there  were  four  farms,  but  one  of  them  has 
been  divided  up  among  the  remaining  three,  and  serves  as  pasture 
and  meadow  land  for  these  three,  for  which  an  always-flowing 
stream  especially  fits  it.  The  country  where  these  farms  are  lo- 
cated is  a  preeminently  good  dairy  country;  and  dairying  is 
doubtless  the  most  prominent  feature  of  the  farming  on  these 
farms,  as  it  is  in  general  in  southern  Wisconsin.  Dairying  is, 
however,  not  followed  exclusively,  but  all-round  farming  is  prac- 
ticed. Calves,  colts,  and  hogs  are  raised,  and  these  consume  all 
the  feed  raised  on  the  farms.  At  one  time  there  were  101  cows 
on  the  farms.    Now  each  tenant  has  somewhere  around  85. 

The  farms  are  let  on  the  system  of  equal  shares,  or  cooperation. 
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as  the  owner  prefers  to  call  It.  A  cooperative  spirit  is  that  which 
animates  all  concerned.  Let  us  consider  the  tenants  on  the  three 
farms. 

On  what  is  called  the  Donald  Farm  we  find  a  tenant  named 
Albert  Kobbervig,  a  Norwegian  whose  wife  is  German.  He  began 
originally  as  a  laborer,  and  therefore  tenancy  represents  to  him 
a  rung  upward  on  the  agricultural  ladder.  He  has  five  children, 
four  boys  and  one  girl.  A  boy  born  this  year  is  named  after  the 
landlord,  Donald.  They  speak  English  in  the  family,  which  is 
thoroughly  Americanized. 

Albert  Kobbervig  worked  for  wages  for  two  years  on  this  same 
farm.  As  a  laborer  he  was  furnished  with  house,  milk,  and  garden. 
His  wife  took  care  of  the  poultry,  that  part  of  the  farm  being 
carried  on  on  the  cooperative  plan,  the  produce  being  divided 
equally  after  the  tenant  had  received  the  value  of  $10.  After  two 
years,  Kobbervig  became  a  tenfiuit,  but  not  having  enough  to  pay 
for  his  half  of  the  stock,  Mr.  Donald  gave  him  time,  and  he  gradu- 
ally paid  for  it.  The  stock  is  blooded  stock,  and  the  horses  are 
of  the  Percheron  variety.  Mr.  Kobbervig  is  the  first  and  only 
tenant  on  the  farm  and  has  now  been  there  for  fourteen  years. 
He  has  half  the  stock  and  all  the  farm  machinery  paid  for  and 
money  in  the  bank.  He  takes  an  interest  in  the  affairs  of  the 
community,  of  which  he  is  an  honorable  member,  and  apparently  is 
contented  where  he  is. 

Alva  Lust  lives  on  what  is  called  the  Sweet  Farm.  He 
has  been  a  tenant  there  for  seven  years.  He  began  as  a  tenant, 
but  without  property,  a  brother  furnishing  him  money  with  which 
to  purchase  his  share  of  the  equipment.  This  year  he  boasts  a 
fine  com  crop,  which  has  filled  his  silo  and  left  a  surplusage  of 
com  for  his  stock.    He  has  cut  four  crops  of  alfalfa. 

Matthew  Marty,  or  Mat  Marty,  as  he  is  generally  called,  is  the 
third  tenant,  and  occupies  what  is  known  as  the  Picture  Rock 
Farm.  He  has  been  a  tenant  for  two  years,  and  his  father  was  a 
tenant  before  him  for  eight  years  on  this  farm.  It  is  said  that  he 
is  doing  even  better  than  his  father  did  before  him,  and  his  father 
could  not  have  been  a  failure,  otherwise  he  would  not  have  been 
on  the  farm  for  eight  years.  Special  mention  is  made  of  his  fine 
herd  of  Holstein  cows.  To  use  his  own  words  as  reported  to  me, 
he  is  "doing  fine." 

All  these  tenants  have  automobiles ;  all  have  bank  accounts  and 
pay  their  bills  by  check.    All  the  children  go  to  school,  and  all 
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the  families  go  to  church  and  have  a  real,  yital  connection  with 
the  conununity.    They  are  not  outside  of  it,  but  of  it. 

Mr.  Donald  takes  a  real  interest  in  the  families  and  shows  this 
in  many  ways,  without  being  at  all  offensively  patronizing.  The 
boys  of  one  of  the  families  have  some  sheep  which  Mr.  Donald 
gave  to  them.  I  have  a  picture  of  a  wagon  with  a  fine  team.  This 
wagon  was  taken  as  a  prize  at  the  County  Fair.  Mr.  Doncdd 
drove  back  from  the  fair  with  the  tenant,  who  had  a  half  interest 
in  the  team  that  had  taken  the  prize.  When  the  tenant  stopped 
at  Mr.  Donald's  place,  Mr.  Donald  told  him  to  drive  on, — ^that 
the  wagon  was  his. 

The  owner  of  the  land  does  not  look  upon  himself  at  all  as  a 
philanthropist,  but  he  believes  that  the  cooperative  plan  is  to  his 
advantage  as  well  as  to  that  of  the  tenants.  The  tenants  share 
this  belief.  Mr.  Marty  says :  *^I  believe  the  equal-share  system  is 
the  best  system  upon  which  to  rent  a  farm,  as  it  gives  the  renter 
a  greater  opportunity  to  make  a  profit  one  year  after  another. 
The  landlord  is  more  willing  to  do  something  for  his  tenant  on 
this  basis,  while  on  the  cash  basis  the  landlord  takes  no  interest 
whatever  in  his  tenant  as  long  as  he  is  sure  of  his  money." 

The  length  of  the  lease  is  two  years  (provided,  however,  that 
the  lease  may  be  renewed  indefinitely  in  case  of  mutual  satisfac- 
tion), as  the  owner  feels  that  one  year  is  not  long  enough  to  give 
a  fair  trial  to  a  man.  In  case  of  the  dissolution  of  partnership, 
the  tenant  may  divide  the  common  property  into  two  parts,  letting 
Mr.  Donald  take  his  choice;  or  they  may  cast  lots  as  to  who  is 
to  have  the  first  choice. 

The  lease  is  a  very  simple  one,  occupying  only  a  little  over  two 
typewritten  pages.  The  following  paragraphs  are  illustrative 
and  furnish  the  essential  features  of  the  agreement.  The  entire 
lease  is  appended. 

The  plan  of  renting  is  to  be  cooperative  or  on  shares.  The  said 
party  of  the  first  part  agrees  to  furnish  the  land,  one-half  of  the 
horses,  cattle,  hogs,  and  seed;  to  pay  the  land  tax  and  half  of  the 
live-stock  tax,  also  to  famish  wire  for  fences,  if  all  available  wire  on 
the  farm  is  in  nse ;  and  to  receive  one-half  of  all  moneys  or  profit  de- 
rived from  any  product  produced  on  the  farm^  or  one-half  of  the 
produce  not  disposed  of  as  his  compensation. 

For  any  stock  or  feed  purchased  for  the  farm,  each  party  agrees  to 
pay  one-half.  Fuel  to  be  furnished  from  the  farm,  but  waste  and  dead 
timber  to  be  used  before  any  of  the  living  timber  is  cut,  without  the 
permission  of  the  said  party  of  the  first  part,  and  all  bmsh  to  be 
piled  and  burned. 
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Provided  the  said  party  of  the  second  part  wishes  to  keep  more 
poultry  than  is  necessary  for  family  use^  each  party  agrees  to  furnish 
one-half  of  the  breeding  stock,  and  whatever  income  there  is  above 
ten  dollars  is  to  be  divided  equally  between  the  parties  of  the  first  and 
second  parts.  If  the  income  is  not  over  ten  dollars^  the  party  of  the 
second  part  is  to  have  all. 

The  party  of  the  second  part  is  to  have  a  garden,  and  what  milk 
is  needed  for  family  use,  but  if  any  butter  is  made,  each  party  is  to 
receive  one-half;  also  each  party  is  to  receive  one-half  of  any  cattle 
or  hogs  butchered,  or  to  pay  the  other  party  market  price  for  his 
share. 

These  tenant  farmers  seem  to  me  as  well  off  on  the  whole  as 
the  farmers  who  owned  the  farms  they  cultivated  in  western  New 
York,  where  I  lived  as  a  boy,  although  they  do  not  have  the  satis- 
faction of  full  ownership,  and  although  there  are  advantages 
coming  from  full  ownership  to  the  community  which  do  not  come 
from  tenancy. 

In  an  ideal  system,  however,  tenancy  has  to  play  several  dif- 
ferent and  important  r61es,  as  I  have  indicated.  I  cannot  pretend 
at  present  to  say  what  proportion  of  the  farmers  should  be  tenants 
in  an  ideal  system,  but  I  should  think  at  least  one-third.  What 
we  want  to  work  toward  is  full  ownership  of  land  by  the  men  who 
cultivate  it  as  a  dominant  form  of  tenure,  non-owners  very  gen- 
erally working  toward  it  as  a  goal,  or  owners  having  made  way 
for  others  who  are  climbing  the  agricultural  ladder.  At  the 
same  time  we  remember  that  there  are  those  who  are  apparently 
better  off  as  tenants. 

The  promotion  of  ownership  of  land  by  men  cultivating  the 
land  must  be  one  of  the  great  aims  finding  expression  in  the  land 
policy  of  the  modern  state ;  and  one  of  the  purposes  of  a  properly 
constituted  land  commission  must  be  to  aid  farmers  to  become 
landowners. 

I  have  here  pictures  of  the  farm  homes  and  buildings.^  These 
are  better  than  the  average  buildings  occupied  by  tenants;  but 
they  are  not  at  all  exceptional  in  Dane  County,  Wisconsin.  They 
are  the  same  kind  of  buildings  occupied  pretty  generally  by  farm 
owners,  and  are  typical  of  the  best  class  of  tenant  buildings. 
When  tenancy  represents  a  stage  in  the  transition  of  inherited 
property  from  one  generation  to  another,  tenants  and  farm  own- 
ers occupy  precisely  the  same  kind  of  buildings.  They  do  in  the 
case  of  the  Donald  farms,  although  here  tenancy  is  not  a  stage 
in  the  transmission  of  property. 

1  These  were  shown  at  the  Richmond  meeting 
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Finally,  I  emphasize  what  has  already  been  mentioned,  namely: 
in  an  ideal  system  of  landownership  we  shall  have  land  commis- 
sions which  shall  concern  themselves  with  the  land  whether  it  is 
publicly  or  privately  owned,  treating  the  land  to  an  increasing 
extent  as  a  public  utility.  They  will  enforce  the  laws,  which 
should,  however,  contain  only  general  principles  to  be  applied  so 
as  to  meet  concrete  cases.  They  will  make  reports  based  upon 
careful  knowledge,  and  enable  us  to  proceed  constructively,  step 
by  step,  in  the  elaboration  of  sound  land  policies.  They  will  safe- 
guard private  property  in  land  by  helping  society  to  lessen  its 
evils,  and  increasing  its  inestimable  economic,  social,  and  political 
benefits. 

Pakt  B 

A  Social  Analysis  of  the  Occufanct  of  500  Faehs  in  One 

Community 

During  the  month  of  September,  1918,  Miss  Emily  F.  Hoag, 
assistant  in  Agricultural  Economics,  at  the  University  of  Wiscon- 
sin, made  a  farmstead  to  farmstead  visit  to  600  farm  homes  in 
Dane  County,  Wisconsin,  obtaining  a  history  of  the  occupancy 
of  each  farm  during  the  ten-year  period,  1909-18.  The  selection 
of  this  particular  group  of  farms  was  made  with  the  intent  of  in- 
cluding all  the  farms  belonging  in  one  business  community — and 
no  other  farms.  Fortunately  a  recent  map  of  the  county  was 
available  showing  all  the  farm  homes  grouped  together  which 
regularly  trade  at  any  one  business  center.  Sun  Prairie,  a  vigor- 
ous village  of  some  ISOO  inhabitants,  was  chosen  as  the  business 
and  institutional  center  determining  the  particular  community  to 
be  studied.  All  told,  a  population  of  about  S600  persons  is  in- 
volved in  this  community;  and  village  churches,  library,  news- 
paper, banks,  high  school,  serve  both  farmers  and  townsmen. 
From  the  social  point  of  view,  it  will  be  important  to  bear  in  mind 
that  the  land-holding  relations  on  these  600  farms  are  interwoven 
in  one  community  fabric. 

The  main  statistical  facts  of  the  study  are  presented  herewith 
in  table  form,  without,  however,  at  this  time  any  attempt  to  in- 
terpret them.  That  analyses  similar  to  this  in  many  parts  of  the 
United  States  will  enable  students  of  agricultural  tenantry  to 
think  more  clearly  on  the  subject,  goes  without  saying.    And  it 
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is  the  hope  of  the  writer  that  rural  social  investigators  in  every 
state  will  begin  a  close  examination  of  farm  tenancy  from  the 
point  of  view  of  the  human  relations  involved  in  each  farmstead 
situation. 

Occupancy  of  Farms 

Relative  number  of  farms  occupied  by  owners  and  tenants. — 
While  the  total  number  of  different  farms  in  the  Sun  Prairie  com- 
munity during  the  ten-year  period  is  500,  it  is  evident  that,  due 
to  the  occasional  division  of  farms,  and  the  shifting  of  land  from 
one  farm  to  another,  the  number  of  farms  will  tend  to  vary  from 
year  to  year.  A  few  tenants  operate  more  than  one  farm  at  the 
same  time. 

Table  I. — ^The  Number  of  Farms  Occupied  by  Owkebs  and  Texaktb 
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1915 

1914 

1913 

1912 

1911 

1910 

1909 

otal  Number 

of  farms   .... 

493 

491 

485 

'479 

476 

475 

472 

466 

465 

463 

umber      farms 

occupied      b  y 

owners    

347 

344 

336 

343 

359 

349 

354 

363 

356 

368 

umber  of  farms 

t 

occupied      b  y 

tenants   

146 

147 

149 

136 

134 

1^ 

118 

104 

109 

95 

•wner   per  cent 

71—% 

71—% 

70-% 

72—% 

74—% 

74^% 

75% 

78% 

77-% 

80-% 

enant  per  cent 

29+% 

29+% 

30+% 

28+% 

26+% 

^^+% 

25% 

22+% 

23+% 

20+% 

arms  not  leased  during  ten  years 

arms  leased  all  during  ten-year  period 

arms  sometimes  leased,  sometimes  not  leased, 


246 

48 

313 


It  is  a  matter  of  some  interest  that  S46  farms  were  constantly 
occupied  by  their  owners ;  that.  42  farms  were  constantly  leased 
and  might  be  classed  as  ^Henant  farms" ;  while  212  farms  were  in 
a  state  of  oscillaSon  between  owner  occupants  and  tenant  occu- 
pants. 

Tenants  related  amd  unrelated  to  the  owners  of  the  farms. — 
In  estimating  the  advantages  and  disadvantages  of  the  American 
system  of  tenancy,  it  has  been  urged  of  late  that  an  analysis  of  all 
tenants  in  a  community  will  show  a  certain  rather  constant  pro- 
portion of  the  tenants  to  be  related  to  the  landlord.  The  above 
table,  it  is  worth  mentioning,  confirms  the  contention  that  much 
tenancy  is  a  modus  woendi  of  a  near  relative,  as  a  procedure  quite 
satisfactory  to  both  parties,  if  not  always  in  reality  a  step  toward 
ownership  wherein  inheritance  plays  a  distinct  role. 
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Table  II. — Number  of  Fabmb  Occupied  by  Tekantb  Reia.ted  to  the  Owheu,  Am  ir 

Tenants  Unrelated  to  the  Owners 


1918 

1917 

1916 

1915 

1914 

1918 

1913 

1911 

1910 

1909  Ua 

umber  of  farms 

occupied      b  y 

tenants  related 

to    owners.... 

70 

70 

72 

61 

56 

50 

51 

46 

45 

S6    IS 

umber  of  farms 

occupied      b  y 

tenants     unre- 

lated to  owners 

76 

77 

77 

75 

68 

76 

67 

58 

64 

59 

1^ 

er  cent  of  re- 

lated  tenants. 

47+% 

47+% 

48+% 

44+% 

•45+% 

39+% 

48+% 

44+% 

40+% 

S7+%1 

er  cent  of  un- 

related tenants 

63-^ 

53—% 

52% 

56—% 

55—% 

61%      57—% 

5<^-% 

60—% 

«H& 

The  degree  of  relationship  in  this  table  is  almost  inyariably  that 
of  son  or  son-in-law.  One  case  each  of  a  nephew,  of  a  brother,  of 
a  father-in-law,  and  of  a  cousin  is  included. 

Nine  farms  were  occupied  continuously  during  the  ten-year 
period  by  tenants  related  to  the  owners ;  88  farms,  by  tenants  un- 
related to  the  owners.  The  total  number  of  farms  occupied  by 
tenants  related  to  the  owners  turns  out  to  be  125 ;  by  tenants  un- 
related, 154;  by  tenants,  some  related  and  some  unrelated,  26. 

Farm  Purchasers 

The  status  of  those  who  purchased  and  occupied  farms  in  the 
community  may  be  stated  as  follows : 

Purchasers  not  formerly  owners  of  farms — 
Tenants 

Sons  buying  home  farm  after  renting  it 32 

Unrelated  tenants  buying  farm  after  renting  it 4 

Unrelated  tenants  buying  other  farms  than  those  rented .  59 
Non-Tenants 

Sons  buying  home  farm 16 

Sons  baying  other  than  home  farm 31 

Coming  from  other  occupations 7 

Formerly  owners   65 

Unknown 4 

Total    218 

The  total  number  of  transfers  of  title  to  farms  in  the  Sun 
Prairie  community  during  the  ten-year  period,  was  made  up  of 
218  instances  where  the  purchaser  actually  lived  on  the  farm  pur- 
chased, and  a  few  cases  only  (less  than  a  dozen)  where  the  pur- 
chaser simply  made  an  investment  and  did  not  live  on  the  farm. 
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It  will  appeal  to  many  as  a  rather  curious  fact  that  so  few  of 
the  class  of  unrelated  tenants,  when  buying  farms,  purchase  the 
same  farm  which  they  have  rented.  On  the  other  hand,  it  is  quite 
as  one  would  expect  that  sons  should  purchase  the  home  farm  af- 
ter renting  it. 

The  practice  of  a  son's  renting  the  home  farm  is  evidently  gen- 
eral; but  it  is  offset  by  the  more  general  practice  of  sons  working 
at  home  for  wages  until  able  to  buy  a  farm,  whereupon,  often  with 
the  father's  help  they  purchase  either  the  home  farm  or  a  neigh- 
boring farm. 

It  is  worth  noticing,  as  a  piece  of  rural  sagacity  in  the  climb 
up  the  ^'agricultural  ladder,"  that  79  sons  who  purchased  farms 
kept  close  to  the  father  as  advisor  or  landlord,  and  presumably 
received  the  father's  material  backing  when  it  came  to  purchase. 

Two  tenant  farms  owned  by  the  same  person  have  come  to  be 
known  as  ^'owner-producing  farms":  one  of  them  produced  from 
its  tenants  four  owners  in  the  ten-year  period;  the  other,  two 
owners  since  191S.  This  is  a  case  not  only  of  a  ''good  landlord," 
but  one  of  good  farms. 

Status  of  Tenants 

The  present  status  of  all  who  have  been  tenants  in  the  ten-year 
period  (part-owner-tenants  excepted)  is  as  follows: 

Tenants    143 

Owners  outside  community  16 

Owners  inside  community 89 

Retired 7 

Other  occupations    14 

Unknown  58 

Total 827 

The  total  number  of  different  tenants  who  leased  any  one  of  the 
500  farms  during  the  ten-year  period  is  SSTy — ^not  counting,  how- 
ever, the  "neighbor  tenants,"  who  as  a  matter  of  fact  own  adjoin- 
ing farms,  in  addition  to  leasing. 

Of  the  106  tenants  who  climbed  the  "agricultural  ladder"  dur- 
ing the  ten-year  period  and  became  owners,  16  purchased  farms 
outside  the  community  of  Sun  Prairie,  and  89  purchased  farms 
within  the  community. 

The  "retired"  tenants  are  those  who  have  ceased  farming  due 
to  advanced  age.  Those  tenants  who  entered  "other  occupations" 
are  young  men  who  left  the  farm  for  the  town.  Six  of  these,  how- 
ever, enlisted  as  soldiers.    The  tenants  of  "unknown"  status  in- 
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elude  those  who  have  moved  out  of  the  county^  as  well  as  those 
who  have  died. 


Tenancy  Helps  Discover  Size  of  Farm  to  be  Purchased 

It  has  been  pointed  out  by  economists  that  American  tenancy 
affords  an  opportunity  for  the  farmer  to  discover  the  size  of  farm 
best  adapted  to  his  capacity,  before  actually  making  an  investment 
in  land.  With  this  thought  in  mind  it  will  prove  of  some  interest 
to  look  over  the  following  table  of  twenty-six  young  tenant-farm- 
ers, unrelated  to  the  owners  of  their  tenant  farms,  who,  during  the 
ten-year  period,  became  owners  of  farms.  In  each  case  the  farm 
purchased  is  a  totally  different  farm  from  the  one  previously 
leased. 

Table  III.— Tenakib  Who  Bicomb  Owxebs,  Showing  Relatitx  Sizbb  of  Fakms  Reittd 

AND  PiTECHABED 


Ten- 
ants 


1918 


1 
9 
S 
4 

5 
6 
7 

8 

9 

10 

11 

13 

13 
14 

15 
16 
17 
18 
19 
20 

n 

39 
38 

34 
35 
26 


O-130 
O-  77 
0-160 
O-140 

0-1754 
O-130 

O-  93 
O-  80 
0-100 
O-  80 

O-  77 

0-81 J4 

O-  85 
0-100 
(O-8814 
(T-130 
O-  80 
O-  80 
O-  80 
O-  80 
O-  40 
O-  96 
O-  80 
O-  30 

0-130 
O-  73 
O-  40 


1917 


O130 
O-  77 
O160 
O-140 
017^ 
O-130 
O-  93 
O-  80 
0-100 
O-  80 

T-  30 
(Tob) 
T-80 

O-  85 
0-100 

T-160 
O-  80 
O-  80 
O-  80 
O-  80 
O-  40 
O-  96 
O-  80 
O-  30 

O-130 
O-  73 
O-  40 


1916 


O130 
O-  77 
O160 
O-140 
0-1754 
O-130 
T-  80 
O  80 
0-100 
T-  30 
(Tob) 
T-  30 
(Tob) 
T-  80 

O  85 
T-lOO 

T-160 
O-  80 
O-  80 
T-  40 
O-  80 
O-  40 
O-  96 
O-  80 
O-  30 

O-130 
O  73 
T-  80 


1915 


1914 


O130 
O-  77 
O-160 
T-llS 

0-1754 
O-130 

O  80 
0100 
T-  30 
(Tob) 
T-185 

T-  80 

O-  85 
T-lOO 

T-160 
O-  80 
O  80 
T-  40 
O-  80 
O  40 
O-  96 
O-  80 
At  he 

O130 
T-lOO 
T-  80 


T-105 

O-  77 

T-180 

T-160 

01754 

O-130 

O-  80 
0-100 
T-  30 
(Tob) 
T-185 

T-  80 

O180 
T-lOO 

T-160 
O-  80 
O-  80 
T-40 
T-  60 
O  40 
O-  96 
O-  80 
oe  on  f 
farm 
O-130 


1913 


T-105 
O-  77 
T-180 

T-118 
T-  80 

O-  80 
0-100 
T-  80 


T-  80      T-  80 

1 


T-  80 
T-  80 


T-160 
T-lOO 
O-  80 
T-  40 

No  r 
O-  40 
O-  96 
O-  80 
ther's 

T-  80 


1913 


T-105 
T-160 
T-180 

T-118 
T-  80 

O-  80 
0-100 


T-  80 
T-  80 

T-160 

O-  80 
T-40 
cord 
O-  40 
O-  96 
O-  80 
T-  60 

T-  80 

T-  80 


1911 


T-105 
T-160 
T-180 


T-80      T-80 


1910 


T-IOS 
T-160 
T.180 


T-9754 
0100 


T-18^ 
(Tob) 
T-80 


T-97}4 
0-100 


T-Tob 
T-  80 


1!K)9 


T-160 
T-160 


T-90 

T.Wi< 
T-155 


T-160 

T-160 

T-130 

T.130 

T- 40 

T-40 

T-  60 

T-  60 

0-  40 

T.190 

0-96 

T-300 

0-  60 

0-  80 

T- 60 

T-ISO 

T-  80 

T-80 

T- 


T.160 

T-303 
T-4fl 
T-60 
T-107 
T-JOO 
T-105 


T-80 


O-130  =  Owns  130  acres. 
T-105  =  Leases  105  acres. 
(Tob)  =  Tobacco  fann. 
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Retreat  of  Farm-Owners,  Commonly  Known  as  Retiring  from  Farming 
The  number  of  farm-owners  on  the  600  farms  who  started  their 
retreat  (retirement)  from  farming  during  the  ten-year  period  was 
1S4.  Advancing  age  came  to  some  farmers  unannounced  and 
suddenly,  and  retirement  was  forced  at  once.  In  other  cases  the 
sag  in  strength  was  gradual  and  retreat  took  place  inch  by  inch. 
The  fighting  spirit  seems  to  cling  to  the  land  and  to  work  as  long 
as  possible. 

This  constant  social  phenomenon  of  retreating  old  age  seems 
to  have  a  fixed  relationship  to  the  advance  of  youth  upon  the 
land  and  to  the  ^^climbing  of  the  agricultural  ladder."  The  fol- 
lowing tables  are  presented  because  of  the  possible  light  upon  the 
whole  tenancy  problem  thrown  by  such  constant  social  phenomena 
as  the  familiar  instance  of  the  retired  farmer. 

The  "retreat"  of  farm  owners — commonly  known  as  retiring 
from  farming — of  the  500  farms  composing  this  study  may  be 
shown  as  follows: 

All  those  retiring — 

Ownership 

Still  owning  some  farm 78 

Not  owning  any  farm  now '46 

Total ; 124 

Residence 

Living  on  some  farm 71 

Living  in  town 46 

Moved  out  of  county 7 

Total 124 

Employment 

Still  actively  farming 20 

Overseeing  or  helping 41 

Tenant  or  hired  man 7 

With  other  employment 28 

With  no  employment S3 

Total 124 

Status  of  those  living  in  town 

Managing  farm  4 

With  other  employment 14 

With  no  employment 28 

Total 46 

Men 101 

Women  i 23 

Total 124 
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Those  still  owning  some  farm — 

Residence 

Living  on  own  farm 61 

Living  in  town 16 

Moved  out  of  county * . . .  l 

Total 79 

Employment 

Still  actively  farming 90 

Overseeing  or  helping 37 

With  other  employment 7 

With  no  employment 14 

Total 78 

Status  of  those  living  on  own  farm 

Working  on  own  farm 90 

Living  with  son-tenant 95 

Living  with  relative  tenant 9 

Living  with  unrelated  tenant: 5 

Living  with  neighbor  tenant 11 

Total 61 

Those  not  owning  any  farm  now — 

Residence 

Living  on  some  faim 10 

Living  In  town SO 

Moved  out  of  county 6 

Total 46 

Smploymcnt 

Overseeing  or  helping 4 

With  other  employment 16 

Tenant  or  hired  man 7 

With  no  employment 19 

Total 46 

Status  of  those  living  on  farms 

Living  with  son-owner 8 

Tenants    6 

Hired  man  1 

Totol 10 

Women  owners  retreating- 
Ownership 

Still  owning  original  farm 18 

Sold  original  farm 5 

Totol 93 

Residence 

Living  on  farm 17 

Living  in  town 6 

Total « 
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Still  owning;  living  on  farm 16 

Still  owning;  living  in  town 2 

Sold  farm;  living  on  farm 1 

Sold  farm;  living  in  town i 4 

Total 23 

Status  of  those  living  on  farms 

Still  owning;  living  with  son-tenant 8 

Still  owning;  living  with  wirelated  tenant 9 

Still  owning ;  living  with  neighbor  tenant 6 

Sold  farm;  living  with  son-owner 1 

Total 17 

IV. — ^Retreat  of  Farm  Owners  from  Faemiito  ok  thbie  Orioiital  Farms,  Showxxo 
Steps  ijsr  the  Retreat  Duriko  the  Ten- Year  Period 


Original  farms  as  held  by  tenants,  by  purchasers,  and  by  original  owners 


eld  by  Tenants 

iy  son  managing 

)y  relative  managing 

}y  unrelated  tenant  managing 

)y  neighbor  managing 

eld  by  Purchasers 

iy  son  managing 

)y  relative  managing 

ly  unrdated  person  managing, 

formerly  tenant  somewhere. . 
)y  unrelated  person  managing, 

formerly  owner  somewhere.. 
)y  unrdated  person  managing, 

from  other  employment 

}y  unrelated  person  managing, 

formerly  neighbor  

}y  unrelated  person  managing, 

young  man  on  first  farm... 
^eld  by  Original  Ovmers 

\y  owner  returned 

\y  owner  


1918 


38 
3 

10 
9 

14 
0 

18 

14 


9 

4 

0 


1917 


34 

3 

11 

10 

19 
1 

15 

11 

0 

0 

9 

3 

8 


1916 


31 
3 

18 
5 

19 
0 

13 

11 

0 

0 

4 

9 

94 


1916 


99 
9 

13 
6 

9 
0 

10 

11 

0 

0 


9 
39 


1914 


97 
1 

19 

4 

6 
0 

19 

9 

0 

0 


1 
41 


1918 


94 

1 

10 
4 

5 
1 

19 

10 

0 

0 


1 
46 


1919 


18 
1 
9 
4 

5 
1 

9 

9 

0 

0 


0 

58 


1911 


14 
0 
7 
9 

9 
1 

4 

8 

0 

0 

0 

0 
79 


1910 


19 
0 
5 
8 

1 
1 

9 

0 

0 

0 

0 

0 

87 


1909 


3 
0 
8 
9 

0 
0 

1 

0 

0 

0 

0 

0 
96 


Original  farms  as  held  by  tenants  or  purchasers. — ^Evidently 
in  any  considerable  community  there  will  be  found,  in  any  one 
year,  farmers  just  starting  their  retreat  from  farming,  farmers 
well  along  in  their  retreat,  and  farmers  whose  retreat  may  be  said 
to  be  completed.  In  the  community  of  Sun  Prairie  are  many 
farmers  still  living  whose  retreat  was  either  complete  or  in  process 
prior  to  1909.  These  farmers  do  not  appear,  and  are  not  con- 
sidered, in  the  present  study.  Only  those  farmers  are  entered  in 
the  tables  who  started  their  retreat  some  time  during  the  ten-year 
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period.  All  of  these  are  considered,  whether  they  finish  their  re- 
treat within  the  period  or  not. 

The  foregoing  table  tells  the  story,  year  by  year,  of  how  man; 
of  the  original  farms  had  been  let  slip  out  of  the  working  grasp 
of  the  farm-owners  under  consideration  into  the  hands  of  tenants 
or  purchasers. 

In  1909,  only  8  farm-owners  began  their  retreat.  They  started 
the  retreat  by  letting  their  farms  to  tenants.  In  1910  (including 
those  farmers  that  began  to  retreat  in  1909  whose  farms  are  still 
held  by  tenants  in  1910),  18  farm-owners  are  in  full  retreat  by 
letting  their  farms  to  tenants,  while  S  farm-owners  began  their 
retreat  by  selling  their  original  farms.  In  other  words,  each  year 
has  a  record  of  the  number  of  farms  rented  or  sold,  as  the  first 
step  in  retreat;  combined  with  the  number  of  farms  still  held  bj 
tenants  and  purchasers  from  the  preceding  years  of  the  period. 
A  particular  farm  may  pass,  obviously,  from  the  ^%eld  by  ten- 
ants" class  to  the  ^^held  by  purchasers"  class,  or  vice  versa. 

Table  V. — Retreat  of  Faem>0wneb8  feom  Farmiko  ok  Theie  Oeioixal  Faim]^  Sbow:>: 
Steps  ix  the  Retbeat  Duriko  the  Tek-Year  Period— C7on^ti«^ 


Original  farms  which  have  been  divided 


Held  by  Tenants 

To  son  managing.  Father  Iceeps 
part  managing 

To  two  neighbors  managin.  To 
one  unrelated  tenant  manag- 
ing     

To  two  sons  managing 

To  unrelated  tenant  managing. 
To  neighbor  (sold)  managing 

To  unrelated  tenant  manag^g. 
To  son  fsold)  managing. . . . 
Held  by  Purchasers 

To  son  managing.  To  son 
(sold)  managing 

To  two  sons  managing 

To  son  manag^g.  Father 
keeps  part  managing 

To  neighbor  managing.  Owner 
keeps  part  managing 

To  unrelated  person  managing, 
formerly  tenant.  To  son 
managing    

To  unrelated  person  managing. 
To  young  man  from  neigh- 
boring home   


1918 


1917 


1 

0 

1 
0 

1 
1 

0 

0 


9 

1 
0 

0 

0 

1 
1 

0 

1 


1916 


1 
1 

0 

0 

1 
0 

0 

1 


1915 


0 
1 

0 

1 

0 
0 

0 

1 


1914 


0 
1 

0 

0 

0 
0 

0 

1 


1913 


0 
1 

0 

0 

0 
0 

1 

1 


1912 


1911     1910 


0 
1 

0 
0 

0 
0 

1 

1 


0 
1 

0 

0 

0 
0 

1 

0 


0 

1 

0 
0 

0 
0 

0 

0 


l.^. 


i 

) 

C 
€ 

0 

C 
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Original  farms  which  have  been  divided. — ^Dividing  the  farm, 
the  owner  retaining  a  part,  while  quite  evidently  a  form  of  retreat, 
is  not  a  method  which  suggests  itself  readily  to  a  retreating 
farmer,  even  when  a  son  is  the  part-tenant  or  part-owner;  the 
difficulties  of  such  a  situation  are  easily  seen.  However,  it  is  in- 
teresting to  notice,  in  the  few  instances  of  this  manner  of  retreat, 
that  a  son  or  a  neighbor  now  and  then  fulfills  the  happy  condi- 
tions. 

In  1909,  four  sons  held  a  part  of  the  farms  as  tenants ;  but  in 
1910  they  do  not  appear  in  the  table.  As  a  matter  of  fact,  they 
changed  in  1910  to  the  class  of  tenants  holding  the  whole  farm, 
while  the  fathers  took  one  more  step  in  the  retreat.  It  is  plain 
that  the  status  of  any  particular  divided  farm  may  change  in 
like  manner  to  some  form  of  tenancy  or  purchase  of  the  whole 
farm. 

Divided  farms  must  not  be  confused  with  joint-tenant  farms  or 
jointly  owned  farms.  When  a  farm  is  divided,  it  becomes  two  or 
more  farms. 

uiLB  VI. — Retreat  of  Farh-Owkebs  from  Farming  ok  their  Original  Farms,  Showing 
Steps  in  the  Retreat  During  the  Ten- Year  Feriod— Continued 


Other  farms  than  the  original  held  by 

the  retreating  farmer  as 

owner 

or  as 

tenant 

9 

1918 

1917 

1916 

1915 

1914 

1913 

1919 

1911 

1910 

1909 

eld  €u  Owner 

Second  farm,  selling  original 

Second  farm,  leasing  original 

Third  farm,  leasing  other  two 

eld  <u  Tenant 

Tenant  on  another  farm.... 

11 

4 

1 

6 

19 
5 

1 

7 

10 
6 
0 

7 

10 
5 
0 

7 

5 

4 
0 

7 

5 
0 
5 

6 

9 
0 

4 

3 
9 
0 

9 

0 

1 
0 

1 

0 
0 
0 

0 

Other  farms  than  the  original  held  by  the  retreating  farmer. — 
A  distinct  step  in  the  retreat  of  some  farmers  is  the  purchase  of  a 
second  farm,  either  much  smaller  than  the  original  farm  or  else 
lying  close  to  town,  often  even  within  the  limits  of  town;  most 
frequently  the  second  or  third  farm  combines  both  factors,  small- 
ness  and  nearness  to  town. 

In  cases  where  the  second  farm  is  in  the  open  country  and  of 
good  size,  it  is  usually  found  that  the  retreating  farmer  has  leased 
or  sold  the  original  farm  to  an  older  son  while  having  in  mind  to 
provide  a  farm  for  a  younger  son,  who  later  either  leases  or  buys 
the  second  farm.    A  third  farm  for  a  third  son  is  not  unknown. 

YHien  a  retreating  farmer  sells  out  and  becomes  a  tenant  on 
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another  farm  of  ordinary  size  in  the  open  country,  we  find  the 
cause  usuaUy  in  some  form  of  break-up  of  the  family — ^usually 
death  of  the  wife.  This  circumstance  is  the  beginning  of  a  scries 
of  steps  in  retreat ;  as  tenant,  boarding  with  the  owner's  family ; 
or  as  tobacco-farmer  living  in  town ;  or  in  other  employment. 

Table  VII. — Rbtseat  of  Failm-Owveu  from  Farmiko  ok  thbir  Orioikal  Fabxb,  Sbowiss 
Steps  ix  the  Retbeat  During  the  Tek-Year  Period — Continued 

Residence 


1918 

1917 

1916 

1915 

1914 

1913 

1912 

1911 

1910 

ISv 

Living  on  original  farm 

Living  in  town 

Moved  out  of  countv 

49 
46 

7 
15 

1 
6 

55 

38 

6 

17 

1 
7 

65 

82 

5 

16 

0 

6 

67 

30 

4 

15 

0 

7 

72 
30 
4 
9 
0 
7 

77 
27 
3 
7 
0 
4 

84 
18 
8 
8 
0 
4 

96 

11 

1 

5 

0 

2 

10^ 

8 

1 
1 
0 

1 

103 
3 
C 

Living  on  second  farm 

Living  on  tliird  farm 

Living  on  another  farm 

0 
u 

0 

Residence  of  retreating  farmers, — ^That  the  town  has  truthfully 
been  considered  the  goal  of  the  retreating  farmer,  this  study  will 
more  or  less  justify.    The  special  light,  however,  thrown  upon  the 

Table  VIII. — Retreat  of  Farm-Owxers  from  Farmixo  ok  their  Orioikai.  Farms,  Shot? 
Steps  ik  the  Retreat  Durixg  the  Ten- Year  Fwbiod— Continued 


Employment 


Still  Owning  Original  Farm 

Worlcing  on  original  farm.. 

Worlcingpart  of  original  farm 

Overseeing  or  helping  on 
original  farm 

With  other  emplojrment 

With  no  employment 

Worlcing  second  farm 

Working  third  farm 

Overseeing  or  helping  on  sec- 
ond farm   

Having  Sold  Original  Farm 

Overseeing  or  helping  on 
original   farm    

With  other  employment 

Tenant  on  another  farm .... 

Hired  man  on  another  farm 

With  no  employment 

Tenant  on  original  farm.... 

Working  second  farm 

Overseeing  or  helping  on  sec- 
ond farm   

Total    


1918  1  1917 


4 

3 

35 
5 

13 
3 
1 


4 
17 

6 

1 
20 

0 
10 


194 


19 
3 

34 
7 
8 
4 
1 


4 

19 
7 
1 

17 
1 

11 


194 


1916 


96 
9 

31 

7 
7 
5 
0 


3 
11 
7 
0 
14 
0 
9 


194 


1915 


34 
9 

99 
6 
7 
4 
0 


9 
10 
7 
0 
11 
0 
8 

9 


193 


1914 


49 

9 

97 
5 
8 
3 
0 


9 
11 
7 
0 
9 
0 
3 


199 


1913 


44 
9 

97 
5 
5 
1 
0 


9 
10 
5 
0 
8 
0 
4 


1919 


118 


58 
9 

93 
8 
3 
1 

0 


9 
8 
4 
0 
6 
0 
6 

0 


1911 


117 


79 
9 

17 
9 
3 
0 
0 

9 


1910 


87 
1 

U 
2 
S 
0 
0 

1 
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"retired  farmer"  shows  him  as  moving  off  his  farm  by  degrees: 
giving  over  a  part  of  his  house  to  the  newcomer;  moving  into  a 
smaller  house  on  the  original  farm;  going  to  live  with  a  son  on 
another  farm ;  moving  on  to  a  smaller  farm  near  town ;  settling  in 
a  house  in  town  surrounded  by  a  large  garden. 

The  tenant  system  appears  to  be  a  cog  fitting  into  the  notched 
.  edge  of  the  veteran  farmer's  retreat. 

Employment  of  retreating  farmers. — That  the  retiring  farmer 
gives  up  the  habit  of  work  only  upon  compulsion  of  circumstances 
is  evident  from  the  foregoing  table  of  his  employment, — especially 
from  that  part  of  the  table  dealing  with  "no  employment.*' 

It  cannot  fail  to  interest  the  person  who  thinks  upon  the  tenant 
problem  in  terms  of  human  relationships  to  find  that  the  veteran 
farmer,  though  sagging  in  his  physical  strength,  is  able  to  im- 
part, in  the  opportune  role  of  overseer  or  helper,  a  portion  of  the 
wisdom  gained  by  his  years  of  farm  experience  to  young  men  in 
the  natural  role  of  tenants. 

Shifting  of  Tenants 

Table  IX. — SHiFTiKa  op  Texantb 


Shifts  of  tenants  during  the  ten-year  period 


Number  of  Shifts 

>f    all  tenants 

>f  all  tenants  shift- 
ing within  the  com- 
munity   

>f  all  tenants  shift- 
ing to  and  from 
other  communities. 

>f  tenants  related 
to  owner 

>f  tenants  unrelated 
to  owner  


1918 


30 


SO 


10 


93 


1917 


51 


81 


30 


9 


43 


1916 


59 


32 


37 
18 


'41 


1915 


56 


38 


18 


6 
50 


1914     1913 


47        48 


39        34 


18        34 


5  6 

43        43 


1913 


47 


39 


18 


40 


1911 


39 

30 

19 

7 

33 


1910 


38 


34 


14 


31 


1909 


14 


6 


8 


8 


11 


Total 
439 


358 


176 
75 


854 


Nwniber  of  shifts  during  ten-year  period. — ^Every  change  in  the 
occupancy  of  a  farm  home  involves  a  shifting  of  each  of  two  fami- 
lies— one  moving  off  the  farm  and  another  moving  on.  For  the 
purpose  of  estimating  the  amount  of  influence  upon  the  stability 
of  a  community  due  to  a  shifting  tenantry,  it  will  be  necessary  to 
count  the  coming  of  a  family  to  a  farm  as  one  shift  and  the  going 
of  a  family  as  distinctly  another  shift.  For  it  is  plain  that  from 
the  social  point  of  view  pulling  up  the  roots  of  a  family  estab- 
lished in  the  neighborhood  affects  every  social  relationship  in  the 
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neighborhood  in  a  peculiar  manner ;  and  the  planting  in  of  a  new 
family  is  a  new  influence  requiring  new  social  adjustments  at 
every  point. 

A  few  explanations  must  be  made  as  to  how  the  foregoing  table 
of  shifts  is  made  up.  A  farm  may  change  occupants  several 
times  in  ten  years  and  yet  no  family  will  be  found  to  have  shifted 
on  or  off  the  farm;  this  circumstance  is  illustrated  best  in  the  case 
of  a  son,  brought  up  on  the  farm,  who  becomes  a  tenant  on  the 
home  farm.  It  also  is  illustrated  in  the  case  of  a  neighbor  who 
becomes  a  tenant  on  an  adjoining  or  nearby  farm.  These  cases 
are  not  counted  as  shifts  in  the  table. 

When  a  family  moves  on  to  a  farm  as  tenant  and  while  occupy* 
ing  this  farm  rents  a  second  farm  nearby,  their  coming  is  reck- 
oned as  a  shift  only  on  the  first  farm. 

When,  however,  a  son,  after  once  leaving  his  father's  farm, 
moving  on  to  another  farm  or  going  to  reside  elsewhere,  returns 
as  a  tenant  on  the  home  farm,  his  coming  back  is  reckoned  as  a 
shift. 

If  a  son  while  living  on,  but  not  renting,  his  father's  homestead 
becomes  a  tenant  on  a  nearby  farm,  whether  the  second  farm  is 
owned  by  his  father  or  by  some  other  person,  no  shift  is  reckoned 
as  taking  place.  However,  if  the  son  moves  on  to  the  second  farm, 
a  shift  is  counted. 

Whenever  a  son-in-law  comes  to  lease  his  father-in-law's  farm, 
a  shift  occurs  and  is  counted. 

In  the  case  of  a  joint  tenancy  on  one  farm  by  two  families,  one 
shift  for  each  family  is  counted  for  each  move. 

The  comparative  stability  of  related  tenants  suggests  that  there 
may  be  methods  as  yet  untried  which  would  render  the  unrelated 
tenant  a  more  stable  part  of  the  conmiunity. 

Tablb  X. — Shittixo  of  Tenants — Continued 


Number  of  different  farms  on  which  shifts  of  tenants  occur  during  the  ten-year  pcrioi. 


Number  of 

Farms  Involved 

1918 

1917 

1916 

1915 

1914 

1918 

1919 

1911 

1910 

1909 

r<3 

^ — — -* 

Of  all  tenants 

80 

'49 

43 

49 

40 

39 

38 

31 

39 

14 

u 

Of    tenants    shifting 

within     the     com- 

munity . '. 

90 

98 

94 

31 

97 

99 

97 

17 

90 

6 

u 

Of    tenants    shifting 

1 

to  and  from  other 

communities  

10 

19 

93 

18 

17 

19 

15 

17 

14 

8 

H 

Of  related  tenants. . . 

7 

9 

18 

6 

5 

6 

7 

6 

7 

3 

^ 

Of  unrelated  tenants 

S8 

83 

80 

86 

35 

33 

31 

95 

95 

11 

u 
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TJie  number  of  farms  on  which  shifting  occwrs. — ^Neighbors 
generally  know  the  farms  on  which  shifting  of  tenants  occurs  with 
frequency  and  regularity.  If  a  community  is  going  to  exercise 
social  control  of  its  tenant  shifting,  so  as  to  cut  down  the  cases 
of  preventable  shifting,  it  will  carefully  examine  the  conditions  of 
tenancy  on  the  farms  where  shifting  is  chronic. 

It  will  be  recalled  from  Table  I  that  S64  farms  of  the  500  were 
at  some  time  occupied  by  tenants.  The  present  table  discloses 
the  significant  fact  that  only  142  of  these  farms  had  any  sliifts 
of  tenants  during  the  ten-year  period.  On  the  other  hand,  it  turns 
out  that  17  farms  have  had  one  or  more  shifts  in  each  of  five  or 
more  years  of  the  ten-year  period,  and  may  well  be  considered  as 
**chronic-  shifting  farms." 

Table  11  shows  that  the  total  number  of  ^^related  farms"  is  125. 
The  above  table  shows  that  only  51  of  these  farms  have  had  shifts, 
while  119  of  the  164  "unrelated  farms"  have  had  shifts. 

Table  XI. — SHiraKo  op  TEHfAvrs— Continued 


Number  of  different  tenants 

shifting  during  the  ten-year  period 

1918 

1917 

1916 

1915 

1914 

1913 

1912 

1911 

1910 

1909 

Total 

I   tenants    

nants  shifting  within 

he  community  

nants  shifting  to  and 
'rom  other  communi- 
ics    • 

80 
20 

10 

7 
9S 

41 

27 

19 

9 
82 

46 
27 

23 

15 
81 

42 
31 

18 

6 
36 

40 
27 

17 

5 
35 

39 

22 

19 

6 
83 

88 
27 

15 

7 
81 

31 
17 

17 

6 

25 

82 
20 

14 

7 
95 

14 
6 

8 

8 
11 

231 
146 

138 

th  within  and  without 

lated  tenants   

(related  tenants   .... 
th    related   and   im- 
'elated  

53 

59 

179 

7 

The  niu/mber  of  different  tenants  shifting. — The  total  number 
of  different  tenants  shifting  is  SSI  out  of  the  327  tenants.  Over 
against  the  5  "chronic  shifters"  may  be  set  these  96  tenants  who 
do  not  shift  during  the  ten-year  period.  A  tenant  is  considered  a 
"chronic  shifter"  if  he  makes  one  or  more  shifts  in  each  of  five 
or  more  years  of  the  ten-year  period.  The  chronic  shifter  may 
never,  obviously,  be  a  tenant  on  a  chronic-shifting  farm. 


Index  numbers  of  tenant  shifts. — The  number  of  possible  shifts 
IB  reckoned  as  follows :  In  the  years  1909  and  1918  only  one  shift 
per  farm  is  considered  possible.    In  1909,  a  family  is  assumed  to 
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be  occupying  each  farm  without  a  shift  to  the  farm ;  so  that  only 
a  shift  off  the  farm  is  possible.  In  1918  a  family  is  assumed  to 
be  remaining  on  each  farm  without  a  shift  off ;  so  that  only  a  shift 
on  to  the  farm  is  possible.  For  each  of  the  other  years  two  shifts 
per  farm  are  considered  possible,  namely,  one  off  and  one  on. 

The  index  number  of  tenant  shifting  for  any  particular  year  is 
obtained  by  dividing  the  number  of  actual  shifts  by  the  number 
of  shifts  possible  in  that  year.  For  the  purpose  of  comparing  ten- 
ancy in  different  communities  situated  in  various  parts  of  the 
United  States,  the  system  of  index  numbers  will  be  found  useful. 

Mr.  Donald  has  been  operating  his  farms  upon  this  agreement 
plan  for  16  years.  In  that  time  he  has  had  but  five  families  on 
his  three  farms.  One  man  has  been  with  him  14  years  and  an- 
other 11  years. 

Appendix — ^Agreement  for  Renting  Farm 

This  agreement  made  the  1st  day  of  March,  1916^  by  and  between 
J.  S.  Donald  of  Springdale^  Dane  county^  Wisconsin^  of  the  first  part^ 
and  Mat  Marty  of  Springdale,  Dane  county^  Wisconsin^  of  the  second 
part;  witnesseth  that  whereas^  the  said  party  of  the  first  part  being 
the  owner  of  the  following  described  premises^  to  wit: 

That  part  of  the  farm  north  of  the  Mount  Horeb^  Mount  Vernon 
highway  in  section  28.  And  the  southeast  1/4  of  the  SW  ^4  of  sec- 
tion 28.  The  NE  part  of  NW  l^  of  the  NW  14  of  the  NW  14  sec- 
tion 33^  the  large  field  and  pasture  in  the  NE  14  ^^  ^he  NW  ^  section 
33 y  containing  in  all  about  225  acres^  all  of  the  town  of  Springdale^ 
Dane  county^  Wisconsin. 

The  said  party  of  the  first  part  leases  to  the  said  party  of  the  second 
part  the  above  described  land  and  premises  in  the  following  manner 
and  subject  to  the  conditions  herein  named  to  wit: 

Should  a  part  of  the  farm  be  sold^  this  agreement  is  subject  to  such 
changes  as  may  be  necessary^  but  no  change  shall  be  made  except  at 
the  end  of  a  season. 

The  plan  of  renting  is  to  be  cooperative  or  on  shares.  The  said 
party  of  the  first  part  agrees  to  furnish  the  land^  one-half  of  the 
horses^  cattle,  hogs^  and  seed;  to  pay  the  land  tax  and  half  of  the  live 
stock  tax ;  also  to  furnish  wire  for  fences^  if  all  available  wire  on  the 
farm  is  in  use ;  and  to  receive  one-half  of  all  moneys^  or  profit  derived 
from  any  product  produced  on  the  farm^  or  one-half  of  the  produce 
not  disposed  of^  as  his  compensation. 

The  said  party  of  the  second  part  agrees  to  use  all  due  care  and 
precaution  in  the  care  and  maintenance  of  the  buildings^  and  keep  the 
buildings  in  as  good  repair  as  they  now  are^  ordinary  wear  and  tear 
excepted,  and  his  best  efforts  to  successfully  work  the  land^  devoting 
his  entire  time  thereto  as  if  working  on  a  salary^  and  to  furnish  all 


S12  American  Economic  Astociation 

labor  necessary  to  successfally  conduct  the  farm;  to  famish  one-half 
of  the  horses^  cattle^  hogs^  and  seed;  to  work  or  pay  all  road  tax>  and 
to  be  to  all  expense  of  running  the  farm;  to  cut  fence  posts  in  season 
and  to  build  all  new  fences  needed^  and  to  keep  all  fences  in  good  re- 
pair; and  to  keep  the  manure  hauled  out  and  spread  on  the  land  that 
will  be  to  the  greatest  advantage  to  the  f arm^  and  the  last  year  that 
this  lease  is  in  force>  to  be  spread  where  directed  by  the  party  of  the 
first  part.  All  noxious  weeds  are  to  be  cut  according  to  law  and  the 
farm  yards  and  buildings  kept  in  a  tidy  condition. 

For  the  above  services^  the  party  of  the  second  part  is  to  receive 
one-half  of  all  moneys  or  profits  derived  from  any  product  produced  on 
the  farm^  or  one-half  of  any  produce  not  disposed  of,  as  his  compen- 
sation. 

For  any  stock  or  feed  purchased  for  the  farm,  each  party  agrees  to 
pay  one-half.  Fuel  to  be  furnished  from  the  farm  but  waste  and  dead 
timber  to  be  used  before  any  of  the  living  timber  is  cut,  without  the 
permission  of  the  said  party  of  the  first  part,  and  all  brush  to  be  piled 
and  burned. 

Provided  the  said  party  of  the  second  part  wishes  to  keep  more 
poultry  than  is  necessary  for  family  use,  each  party  agrees  to  famish 
one-half  of  the  breeding  stock,  and  whatever  income  there  is  above 
ten  dollars  ($10.00)  is  to  be  divided  equally  between  the  parties  of 
the  first  and  second  parts.  If  the  income  is  not  over  ten  dollars,  the 
party  of  the  second  part  is  to  have  all. 

The  party  of  the  second  part  is  to  have  a  garden,  and  what  milk  is 
needed  for  family  use,  but  if  any  butter  is  made,  each  party  is  to 
receive  one-half;  also  each  party  is  to  receive  one-half  of  any  cattle 
or  hogs  butchered,  or  to  pay  the  other  party  market  price  for  his  share. 

The  stock  when  divided  is  to  be  separated  into  two  lots,  as  nearly 
equal  in  value  as  possible,  by  the  said  Mat  Marty,  and  the  said  J.  S. 
Donald  is  to  have  his  choice  of  lots  or  decide  by  lot. 

Notice  to  terminate  this  agreement  shall  be  given  on  or  before  the 
first  of  December  preceding  its  termination  on  the  first  of  the  follow- 
ing March.  This  agreement  is  to  be  in  force  for  two  years  from 
March  1,  1916,  with  the  privilege  of  extending  the  time  annually  as 
long  as  mutually  satisfactory. 

(Signed)   J.  S.  Donald. 
(Signed)  Mat  Marty. 


LAND  TENURE  AND  PUBLIC  POLICY 

By  William  Kent 
United  States  Tariff  Commission 

I  ask  your  tolerance  for  a  statement  by  way  of  preface. 
Many  years  ago  when  I  was  in  college,  I  tackled  what  was  then 
called  Political  Economy.  I  understand  it  is  quite  different  now, 
and  that  some  things  that  were  then  true  beyond  dispute  are  no 
longer  either  true  or  respectable.  During  the  intervening  years, 
I've  seen  many  people  and  many  things,  and  have  wrestled  with 
business  and  with  public  affairs.  For  these  reasons  it  may  be  that 
some  pages  of  observation  and  some  deductions  therefrom  may 
here  be  of  interest,  although  contributed  by  a  layman. 

It  used  to  be  said  that  Political  Economy  concerned  itself  with 
"the  production  and  distribution  of  wealth."  To  the  lay  mind  this 
would  refer  to  human  wealth  produced  and  distributed  by  human 
beings.  But  somehow  the  human  beings  we  knew  escaped  from 
the  stage,  and  instead  we  looked  upon  puppets,  John  Henry,  an 
immortal  average,  and  Mary  Jane,  his  wife,  a  promiscuous  aggre- 
gate, while  kind  old  Doctor  Malthus  acted  as  godfather  to  the  pup- 
pet children  of  John  and  Mary.  We  had  Laissez  Faire  in  those 
days,  carrying  its  happy  assurance  that,  in  a  world  of  men,  the 
ebb  and  flow  of  things  would  regulate  human  morals  and  promote 
well-being.  We  had  a  rigid  constitution,  the  changeless  law  of 
supply  and  demand,  and  this  at  a  time  when  the  barkeeper  fed 
us  with  extra-salt  pretzels  to  create  an  artificial  demand  for  more 
beer,  and  the  landlady  reached  for  the  pump  handle  when  called 
upon  to  increase  the  breakfast  milk  supply. 

I  took  these  fundamentals  seriously,  although  struggling  vain- 
ly with  the  equations  and  the  illustrative  diagrams,  now  known,  I 
believe,  as  "graphs."  I  recall  how  diligently  we  followed  a  criti- 
cal analysis  of  Progress  and  Poverty^  and  how  cheered  we  were 
when  we  learned  that  the  answer  to  Henry  Greorge's  iconoclastic 
criticism  of  the  unequal  distribution  of  life's  favors  and  privileges 
was  to  be  found  in  the  fact  that  as  the  rich  grow  richer  the  poor 
grow  richer  also.  It  was  discouraging  for  me  to  note,  later  along 
in  life,  that  the  poor,  in  a  world  full  of  work  and  of  shoes  and 
food,  did  not  always  connect  with  the  food  and  the  shoes,  although 
willing  to  do  the  work.  They  might  have  been  richer  than  they 
had  been,  but  not  rich  enough  for  practical  purposes. 

Those  were  the  days  when  labor  was  paid  out  of  a  benevolent 
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fund,  secured  and  thoughtfully  set  aside  for  the  purpose  of  future 
employment  by  generous  capital.  You  remember  the  amiable  car- 
toons that  depicted  the  beaming,  rotund-vested  capitalist,  with 
plug  hat,  handing  a  pay  check  to  the  smiling  toiler  in  a  square 
paper  cap. 

I  remember  having  seen  on  a  blackboard  a  digest  of  a  college 
lecture  beginning  a  course  in  economics.  One  of  the  foundation 
statements  was,  "All  labor  is  either  slave  or  free."  I  wondered 
then,  and  wonder  now,  if  that  is  correct.  Is  there  no  intermediate 
ground?  Is  the  hungry  man  free  to  select  his  job,  or  to  name  his 
honorarium? 

Getting  away  from  the  classic  shades,  I  escaped  those  dreadful 
equations  and  algebraic  quantities.  It  gradually  appeared  to  me 
that  human  life  and  human  beings  were  so  uncertain,  so  variable, 
that  any  science  based  on  them  as  factors  could  scarcely  be  exact 
or  mathematical.  It  seemed  that  the  game  of  life  resembled  poker 
fully  as  much  as  it  resembled  chess.  I  should  have  greatly  admired 
watching  a  clear-thinking,  mathematico-economic  person,  sitting, 
with  his  "graphs"  and  tables  of  poker  chances  before  him,  in  a 
friendly  game  with  an  ignorant,  crippled  gambler  known  as  "One 
Arm  Schimmel,"  who  had  never  heard  of  algebra,  or  of  supply  and 
demand,  or  even  of  the  laws  of  chance,  but  who  knew  and  loved 
the  pasteboards,  and  had  "poker  sense"  and  a  convenient  empty 
sleeve. 

I  used  to  worry  much  because  I  could  not  possibly  read  philoso- 
phy, but  a  great  and  good  man  furnished  balm  to  my  spirit. 

When  I  read  James's  Pragmatism^  a  sunrise  came.  I  learned 
in  this  little  book  that  nothing  was  so,  just  because  something 
else  was  so,  and  that  if  you  wanted  to  find  out  whether  anything 
were  so,  the  only  thing  to  do  was  to  try  it  out,  and  then,  although 
it  might  have  been  so  that  time,  it  might  never  be  so  again.  The 
relief  was  inconceivable.  Deduction  be  damned — think  of  it.  A 
vast,  dreary  library  was  destroyed. 

It  is  with  an  illiteracy  condoned,  assured,  and  justified  by  this 
heretic  book  that  I  appear  before  you. 

I  cannot  conceive  of  political  economy  as  clear,  concise,  or 
mathematical,  but  only  as  an  humble  striving  to  adjust  human 
relations  so  that  the  butter  may  be  more  evenly  spread.  In  such 
adjustment,  there  must  enter  into  consideration  many  relative 
quantities,  possessing  changing  qualities,  such  as  ethics  and  human 
nature,  and  habit  and  style,  and  automobiles  and  postmasters,  and 
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politicians  and  policemen,  and  love  and  hatred,  as  well  as  canned 

tomatoes  and  bills  of  exchange. 

•  •••■••• 

In  the  course  of  my  ramble  through  life  I  have  discovered  that 
next  in  importance  to  the  fact  that  wealth  is  produced  chiefly  by 
human  beings,  is  the  fact  that  it  is  chiefly  produced  and  distributed 
on  the  land,  which  is  inhabited  by  human  beings. 

It  is  because  I  believe  that  the  land,  with  its  natural  content, 
its  assisted  product,  its  allotment,  its  use,  and  the  form  of  its  ten- 
ure, is  the  greatest  and  most  vital  factor  in  political  economy,  that 
I  have  chosen  my  topic.  My  treatment  of  it  can  be  nothing  more 
than  a  suggestive  sketch.  I  wonder  why  so  many  economists,  with 
the  ground  presumably  attainable  by  their  feet,  have  so  neglected 
its  consideration.  The  structure  of  their  thought  seems  to  me 
built  on  stilts  or  floated  by  balloons,  just  in  the  measure  that  they 
have  ignored  the  land. 

We  have  unfortunately  inherited  from  feudal  times  a  curious 
anti-social  system  of  landholding,  the  expanding  evils  of  which 
no  one  could  have  predicted.  The  King,  for  reasons  that  seemed 
good  to  him,  bestowed  upon  a  retainer  a  piece  of  land,  and  dedi- 
cated it  to  the  grantee  and  his  heirs  and  assigns  forever.  The  land 
extended  down  indefinitely — until  the  world  became  spherical,  when 
it  became  an  inverted  pyramid  reaching  to  the  center — and  in- 
cluded all  things  on  and  above  the  surface.  It  might  have  been 
granted  for  service  rendered,  or  to  be  rendered,  or  for  rent  real  or 
nominal.  At  that  time  there  were  none  to  be  considered  save  the 
King  and  those  worthy  to  be  his  vassals ;  the  natives  went  with  the 
land,  as  did  everything  else  except  the  wild  game  reserved  by  the 
King.  As  the  state  succeeded  the  king,  in  our  republic,  the  state 
also  retained  this  game  exemption  from  private  ownership,  while 
the  actual  ownership  and  transfer  of  inhabitants  amongst  English- 
speaking  people  had  long  been  abandoned.  The  grant  could  be 
fenced  ofl^  against  all  comers  save  the  king,  and  could  be  used, 
misused,  or  lie  unused  if  only  the  rental  were  paid  or  the  service 
rendered. 

We,  through  the  state,  have  gone  a  step  further.  We  ask  no 
service  or  rent  for  the  exclusive  privilege,  for  taxes  are  supposed  to 
cover  all  property  alike.  Such  unrestricted  tenure  is  so  much  a 
matter  of  course  with  us  that  we  accept  it  as  an  inevitable  factor, 
and  base  our  thinking  on  it  as  a  postulate. 

Let  us  see  how  it  works  out,  by  taking  a  view  of  things  as  they 
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are.  It  happens  that  I  have  dealt  in  every  sort  of  land,  and  have 
often  profited  without  adequate  service  rendered,  and  can  therefore 
speak  with  knowledge  of  what  I  have  seen  and  done  and  met  along. 
My  deductions  are  for  your  consideration  and  criticism. 

In  their  order,  let  us  consider  the  city,  the  farm,  the  forest,  the 
desert,  mineral  deposits,  and  strategic  holdings  that  control  water 
or  water  power.  What  has  happened  under  this  exclusive  title 
granted  to  heirs  and  assigns  forever,  and  what  is  being  done  about 
it? 

The  reason  given  as  an  afterthought  for  such  unrestricted 
grants,  is  that  it  secures  permanence  of  occupation,  a  sense  of 
home,  and  engenders  a  responsibility  often  recognized  as  a  pre- 
requisite qualification  for  sufi^rage. 

Let  us  turn  to  the  great  city.  The  great  city  is  no  moral  bug- 
a-boo  to  me.  It  is  bad  in  spots  and  greatly  good  in  spots.  It  is 
not  socially  hopeless,  and  as  a  focus  of  human  life  it  is  marvel- 
lously interesting  and  productive  of  thought  and  progress.  Eco- 
nomically, the  great  city  assembles  people  for  many  forms  of  in- 
tensive production,  and  by  the  mechanical  virtue  of  propinquity 
aids  in  the  processes  of  distribution.  There  are  opportunities  for 
the  development  of  art  and  science,  and  other  amenities  that  go 
with  the  cooperative  possibilities  of  dense  population. 

But  after  all  is  said,  the  great  cities  are,  in  their  growth,  and 
because  of  their  overgrowth,  the  worst  pestilence  to  our  economic 
welfare.  That  overgrowth  is  stimulated  by  the  speculative  form 
of  title.  Their  development  is  not  only  excessive  in  amount,  but 
abnormal  in  form,  and  out  of  it  all  there  is  engendered  a  parasitic 
privilege  that  is  eternally  ruinous. 

New  York,  because  the  biggest,  is  the  best  example  we  have. 
People  have  crowded  into  a  narrow  island,  lured  thither  by  various 
calls.  Some  to  manufacture,  some  to  distribute,  many  because  the 
city,  with  its  excitement  and  its  human  interests,  is  there,  and  they 
feel  an  impulse  toward  it  akin  to  the  attraction  of  gravitation. 

Because  of  the  form  of  land  tenure,  they  bid  up  the  prices  of 
the  surface  beyond  reason,  the  cry  is  raised  that  land  in  the  air  is 
cheap,  and  up  go  the  skyscrapers  and  up  goes  the  value  of  the  land 
upon  which  they  rest.  The  big  buildings  shut  ofF  light  and  air 
from  the  streets ;  they  fill  them  to  overflowing  from  their  vast  floor 
areas.  Then  noisy,  stifling  elevated  railways  are  needed  to  relieve 
the  surface  traflic,  and  land  values  increase  and  buildings  go  higher. 
Finally,  mile  upon  mile  of  tunnel  is  built  through  solid  rock,  to 
carry  the  millions,  many  of  whom  are  worse  than  unproductive. 
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The  city  defies  the  law  of  supply  and  demand.  It  finds  all  sorts 
of  useless  and  unproductive  employment.  It  invents  jobs  that 
cater  to  luxury ;  it  provides  endless  tasks  in  increasing  its  own  over- 
growth.   It  is  a  case  of  round  and  round  in  a  vicious  circle. 

Stop  to  think  of  the  millions  of  strong,  able  laborers  that  have 
dug  the  useless  tunnels,  that  have  built  too  many  skyscrapers,  and 
have  paved  and  dug  up  and  repaired  too  many  streets.  Think  of 
the  waste  of  unnecessary  private  service  that  has  accompanied  city 
extravagance. 

Think  of  what  this  labor  might  have  done  to  drain  the  swamps, 
to  clear  the  land,  and  to  serve  our  needs  in  food  and  fiber  pro- 
duction. Think  of  the  wasted  material,  and  realize  the  thousands 
of  miles  of  country  roads  that  could  have  been  installed  to  bring 
our  food  supplies  to  those  that  need  them. 

Waste  of  labor,  waste  of  material  is  doubly  wasted  because  it 
has  served  to  vastly  increase  the  value  of  land  held  in  fee  simple, 
and  upon  which  value,  rents  are  to  be  charged  by  heirs  and  as- 
signs forever. 

The  speculative  dealings,  as  apart  from  the  legitimate  service 
of  catering  to  residence,  office,  and  factory  needs,  have  created  a 
large  class  of  highly  paid  and  utterly  unproductive  dealers  in  real 
estate.  The  central  congestion  has  driven  millions  to  surburban 
subdivisions  with  their  irresponsible,  disconnected  systems  of  streets 
and  sewers. 

Artificial  values  are  created  for  landowners,  by  forced  installa- 
tion of  transportation,  and  the  whole  incoherent  development  is  an 
increasing  charge  on  useful  production,  as  long  as  the  city  con- 
tinues to  grow,  and  as  long  as  the  real  or  artificial  demand  for 
land  can  be  kept  up. 

The  city  is  a  social  institution  that  is  subject,  like  other  insti- 
tutions, to  disorders  and  diseases,  but  there  would  not  be  the  same 
drive  toward  waste  were  it  not  for  the  carefully  planned  and  fos- 
tered boom  spirit  engineered  to  the  end  of  increasing  the  value  of 
privately  owned  land. 

What  have  the  Astors  done  that  they  should  levy  toll  on  land 
quoted  at  a  thousand  dollars  a  square  foot?  Whence  comes  this 
toll,  and  why  should  we  continue  a  system  that  induces  such  phe- 
nomena? 

It  would  be  unjust  to  confine  the  arraignment  to  the  big  city. 
Every  town  in  the  country  points  with  pride  to  its  increasing  popu- 
lation and  rates  its  rising  real  estate  values  as  contributions  to  the 
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ASSX'cS&te  wealth  of  the  nation,  whereas  those  values  demand  the 
blood  of  production  and  commerce.  They  are  the  leeches  of  privi- 
lege. 

It  is  popularly  and  generally  admitted  that  watered  stock,  at 
least  in  public  utilities,  is  not  an  evidence  of  wealth,  and  that  if  it 
pays  dividends  the  community  is  being  robbed.  Our  greatest  public 
utility  is  land.  Its  rentals,  based  on  commimity  created  demand, 
are  dividends  on  watered  values,  but  are  seldom  so  considered. 

Let  us  take  an  instance  of  what  might  have  been  done  under 
other  conditions.  The  City  of  Washington  offers  a  simple  illus- 
tration. Washington  is  neither  a  producer  nor  a  distributor.  It 
is  merely  the  seat  of  the  federal  government.  Since  the  time  of 
its  founder  it  has  been  subject  to  land  speculation.  It  is  stated 
that  the  Capitol  faced  what  was  to  be  the  future  city,  but  that 
forehanded  people  obtained  the  high  land  to  the  east  and  placed 
upon  it  such  values  that  the  population  crawled  around  behind 
the  Capitol  into  the  swamps  of  the  Potomac.  Then  down  through 
more  recent  years  of  land  speculation,  largely  at  federal  expense, 
great  arterial  streets  have  been  forced  out  into  the  country,  often 
as  real  estate  projects.  For  well  over  a  hundred  years  successive 
generations  of  speculators  have  carried  away  the  proceeds  derived 
from  the  need  of  others,  and  there  seems  no  end  to  the  story.  Let 
us  suppose  that  fee  simple  title,  with  its  speculative  possibilities, 
had  never  been  granted  in  the  City  of  Washington.  Let  us  sup- 
pose that  as  fast  as  people  desired  to  put  up  dwellings,  they  had 
been  permitted  to  do  so  under  reasonable  leases,  perpetual,  if  you 
choose,  on  proper  conditions  and  in  specified  places.  Washington 
would  then  have  had  an  orderly  growth.  The  rentals  accruing 
would  have  built  all  necessary  streets,  would  have  provided  every 
possible  modem  convenience,  and  the  people  would  have  paid  in 
ground  rent  probably  not  a  tenth  of  what  is  now  being  paid. 
There  would  not  have  been  the  craze  to  subdivide  far  outside  of 
necessary  boundaries,  with  all  the  waste  incident  to  miles  of  un- 
necessary streets,  but  instead  there  would  have  been  a  well-ordered 
arrangement,  infinitely  less  expensive  and  wasteful  than  what  has 
grown  up  in  the  Capital  City. 

Before  we  leave  the  city,  we  ought  to  consider  whether  this 
form  of  title  engenders  the  home  feeling,  the  sense  of  permanance 
and  responsibility.  The  shifting  scenes  of  fashionable  neighbor- 
hoods, the  increase  of  residence  hotels  and  apartment  houses,  give 
the  answer. 
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When  we  consider  agricultural  lands  we  find  the  same  curse. 
We  find  that  every  improvement  in  transportation,  whether  by  rail, 
canal,  or  road,  at  once  results  in  higher  land  prices,  in  higher  land 
rents,  and  therefore  in  higher  cost  of  production,  if  people  are 
permitted  to  charge  up  their  rents  or  interest  on  land  value  as  part 
of  their  producing  cost.  The  man  who  would  pay  for  his  land  out 
of  its  product  finds  that  it  must  be  done  either  out  of  more  years 
of  crops  and  of  life,  or  out  of  higher  prices  from  the  man  who 
eats.  The  McCormicks  produce  the  harvester.  Up  goes  the  price 
of  wheat  land.  Does  Ford  invent  a  tractor?  Farm  lands  being 
made  more  productive,  immediately  advance  in  price,  and  neither 
consumer  nor  farm  tenant  gets  the  advantage,  because  at  one  end 
the  farm  owner  can  raise  his  proportionate  rent,  and  at  the  other 
there  is  no  reduction  of  prices  for  foodstuffs.  Farm  land,  just 
like  city  lots,  is  oftentimes  held  out  until  the  need  and  the  breeding 
capacity  of  others  call  for  its  use.  Then  there  stands  at  the  gate 
the  fee  simple  owner  to  charge  in  rent  or  in  purchase  price  the 
value  created  by  the  work  of  others.  State  and  national  highways 
and  railroads  add  to  the  value  that  the  owner  may  capitalize.  The 
inevitable  tendency  of  increasing  speculative  values,  or  inherent 
values  if  you  prefer,  is  to  permit  and  to  encourage  tenancy,  and 
to  make  permanent  acquisition  more  difficult. 

The  fortunate  owner  of  productive  land  can  move  to  town  and 
authorize  a  tenant  to  farm  on  shares,  while  he  is  enabled  to  live 
without  making  contribution  to  the  common  pot. 

Tenant  farming  is  so  thoroughly  recognized  as  inferior  farm- 
ing that  I  shall  not  stop  to  discuss  the  soil  depletion  and  the 
skimming  process  that  are  its  usual  concomitants,  lease  terms 
to  the  contrary  notwithstanding.  The  steady  tendency  of  settled 
farmers  to  move  to  new  speculative  fields,  as  from  Iowa  to  the 
Canadian  Northwest,  belies  the  theory  of  permanency. 

To  my  mind  one  of  the  greatest  bits  of  thought-inspiring  phil- 
osophy is  found  in  William  Vaughn  Moody's  poem  "The  Brute,'' 
wherein  he  expresses  the  hope  that  invention,  power,  now  ugly 
and  destructive,  and  machinery  may  one  day  be  harnessed  to  the 
chariot  of  human  welfare. 

We  have  wondered  why  the  millions  of  man-power  added  to 
productive  capacity,  by  machinery,  have  not  abolished  poverty 
and  need.  We  are  forced  to  the  conclusion  that  they  have  largely 
been  wasted  in  folly  and  absorbed  by  privilege.  It  is  my  conten- 
tion that  in  our  form  of  land  tenure  rests  the  chief  privilege  and 
a  great  source  of  social  folly. 
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Let  us  consider  for  a  moment  the  history  of  our  timber  lands. 
Their  owners,  and  the  word  carries  with  it  an  impossible  im- 
pudence, have  felt  the  need  of  skimming  them  off  and  realizing  on 
them  in  one  short  lifetime.  As  a  result  there  have  been  scandalous 
and  criminal  wastes  of  material  for  which  our  country  will  some 
day  stand  in  urgent  need.  The  white  pine  is  gone,  probably  SO 
per  cent  of  it  wasted  in  heedless  operation.  The  interspersed  hem- 
lock and  other  inferior  timbers  have  largely  been  a  total  waste. 
Fire  has  completed  the  destruction  of  the  badly  logged  areas. 
There  never  was  any  benefit  derived  by  the  legitimate  industry  of 
lumbering  from  this  private  ownership  of  the  land  itself. 

In  the  case  of  timber  land  investment,  as  in  other  speculative 
dealings,  great  fortunes  have  been  made  by  the  increasing  demand 
and  the  diminishing  supply.  But  this  is  not  part  of  logging  or 
lumbering  operations.  Some  years  ago  timber  land  bonds  were 
placed  on  the  market  in  great  quantities.  They  had  back  of  them 
a  diminishing  indispensable  natural  resource;  nothing  could  appear 
more  inherently  solvent.  But  the  interest  on  these  bonds  could 
only  be  paid  out  of  lumber  production.  The  equity  holders  were 
forced  into  cutting  the  marketable  portion  of  their  timber  at  any 
sacrifice  of  material  or  profit. 

Many  a  lumber  company  is  on  the  verge  of  bankruptcy,  be- 
cause it  has  mixed  its  manufacturing  operations  with  timber  specu- 
lation, and  the  public  loss  is  irreparable.  Any  attempt  to  relieve 
the  situation  as  concerns  the  public  interest,  by  increased  annual 
taxation,  only  hastens  the  destruction  and  the  waste.  A  harvest 
tax  is  needed,  and  that  is  hard  to  plan  under  any  present  system 
that  calls  for  uniform  taxation  based  on  value.  A  rational  policy 
of  withholding  title,  and  selling  ripe  and  needed  stumpage  to  those 
who  would  harvest  it  decently,  would  have  been  vastly  better  for 
the  legitimate  lumber  trade,  and  of  immeasurable  public  value. 

Our  coal  measures  have  largely  gone  with  the  land  surface. 
Only  lately  has  there  been  any  attempt  to  separate  the  surface  and 
the  underground  content.  The  wastes  incident  to  the  production 
of  coal  have  been  in  life  as  well  as  material.  That  there  has  been 
no  reasonable  excuse  for  fee  simple  grant  in  coal  lands  is  evidenced 
by  the  vast  numbers  of  private  leases.  If  tenure  had  been  retained 
by  the  public,  and  public  leases  had  controlled,  the  story  of  our 
fuel  supply  would  have  been  different  in  every  respect.  Transpor- 
tation agencies  would  not  have  been  permitted  to  discriminate 
against  localities  or  ownership ;  there  would  have  been  a  stabilized. 
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controlled  industry,  permitting  decent  standards  of  living,  and  one 
of  the  most  shameful  chapters  of  cruelty,  greed,  and  waste  would 
not  have  been  written  into  our  history. 

The  story  of  our  petroleum  resources  is  next  in  point.  We  see 
*^Coal  Oil"  Johnny  debauching  and  celebrating,  on  the  proceeds 
of  what  should  have  been  common  property.  We  see  the  Standard 
Oil  Company  through  early  ownership  of  the  oil  fields  efficiently 
destroying  its  rivals  and  piling  up  power  that  threatens  the  Re- 
public. We  see  booms  and  frauds  and  burning  wells,  and  wasted 
oil  pools,  and  a  pressure  to  export  a  vanishing  resource  of  incal- 
culable value  which  cannot  be  replaced. 

If  we,  the  people,  were  not  capable  of  producing  our  own  oil 
from  our  own  land  for  our  own  ships,  are  we  not  a  little  unreason- 
able in  telling  our  uncertain  friend  Carranza  what  he  should  do 
with  Mexico's  supply? 

The  best  of  our  iron  ore  has  been  found  outside  the  boundaries 
of  what  has  been  technically  designated  as  mineral  lands.  It  was 
and  is  held  in  fee  simple,  to  heirs  and  assigns  forever.  This  iron 
and  its  accompanying  coal  have  apparently  made  good  the  Ni- 
agara of  water  poured  into  the  Steel  Trust,  upon  which  we  and 
our  heirs  forever  are  expected  to  pay  dividends. 

The  story  of  our  grazing  lands  is  similar.  They  have  gone  into 
private  ownership  under  all  sorts  of  legitimate  and  fraudulent 
conditions.  Where  they  are  efficiently  managed  and  made  pro- 
ductive, we  usually  find  that  they  have  been  accumulated  in  ex- 
tremely large  units.  Sometimes  the  land  is  largely  owned.  Some- 
times it  is  enough  to  own  the  strategic  points,  like  watering  places. 
Unless  something  is  done  about  it,  the  day  of  the  small  self-re- 
specting stock  raiser  in  the  Western  States  is  gone,  except  as  he 
finds  opportunity  to  graze  on  the  Forest  Reserves,  on  a  rental 
basis,  and  these  Forest  Reserves  are  continually  being  attacked 
by  demagogues  on  one  side  and  pirates  on  the  other. 

Strategic  points  controlling  water  power  have  also  largely 
drifted  into  private  hands,  so  that  here,  too,  there  may  be  secured 
perpetual  payment  to  privilege,  under  the  royal  tradition  of  fee 
simple  title.  Everywhere  we  look  we  find  the  same  abuses  and  we 
find  alongside  of  them  inefficient  efforts  to  reclaim  grants  once 
heedlessly  given.  There  is  no  better  illustration  of  the  fallacy  of 
such  unproductive  tenure  than  that  of  the  man  standing  on  a 
bridge  over  a  flooded  river  and  catching  driftwood.  When  ap- 
proached by  a  neighbor  who  asked  to  share  the  privilege,  the  man 
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who  was  first  on  the  bridge  made  a  deal,  whereby  the  nei^bor 
caught  the  wood  for  half  of  what  he  caught.  The  people  of  north- 
em  Mexico,  who  from  prehistoric  times  inhabited  and  belieyed 
they  owned  the  land  and  whatever  they  produced  upon  it,  sud- 
denly awoke  to  find  that,  under  the  beneficent  rule  of  Diaz,  the 
land  had  been  granted  from  under  them,  and  they  were  thereafter 
allowed  half  of  what  they  produced.  Such  an  illustration  as  this 
is  obvious,  but  we  fail  to  see  our  own  similar  procedure  or  to  apply 
a  remedy.  There  is  something  wrong  here,  a  living  by  the  sweat 
of  another  man's  brow. 

I  wish  some  young  man  with  a  head  for  figures  would  spend  a 
year  in  discovering  how  much  unearned  rent  goes  into  the  cost  of 
a  ham,  that  the  man  who  is  digging  in  the  city  sewer  would  like  to 
buy,  if  he  had  sufficient  wealth.  Farm,  stockyards,  railroads,  and 
city  tenancy  would  all  contribute  their  quota. 

I  have  neglected  to  consider  another  phase  of  this  speculative 
landholding.  I  recall  a  Nebraska  county  which  was  held  as  an 
Indian  Reservation,  wherein  no  land  could  be  granted  to  the  Union 
Pacific  Railroad.  Not  being  able  to  secure  lieu  land,  the  railroad, 
for  the  sake  of  land  grant,  made  a  50-miIe  detour  around  this 
particular  county  and  thereby  has  burdened  western  railroad 
transportation  to  that  extent  apparently  forever.  In  city  and 
county  alike,  speculative  landholding  has  warped  the  progress  of 
orderly  development.  In  Seattle  an  interurban  company  deliber- 
ately raised  its  round  trip  fares  from  15  to  40  cents  and  thereby 
destroyed  all  value  in  a  large  working  people's  settlement.  The 
same  outfit,  by  deliberate  shift  of  transportation  facilities,  changed 
the  values  in  the  center  of  the  city  to  real  estate  which  it  specula- 
tively held. 

A  common  feature  in  mining  booms  is  gambling  in  lots,  utterly 
unproductive,  and  absorbing  capital  that  could  be  used  for  pro- 
duction. It  is  a  game  of  ^^Button,  button,  who's  the  beer  on?" 
because  all  players  know  that  the  last  man  will  lose.  The  amount 
of  capital  rotting  out  in  abandoned  speculative  boom  towns,  is 
beyond  computation.  It  is  all  a  tribute  to  this  wild  idea  of  hand- 
ing over  to  private  individuals,  their  heirs  and  assigns  forever, 
portions  of  the  earth's  surface,  to  do  with  as  they  see  fit. 

We  owe  to  Henry  George  the  impulse  toward  the  destruction  of 
the  landowning  privilege,  and  must  credit  him  as  a  great  pioneer 
in  democratic  thought.  But  the  name  ^^Single  Tax"  is  unfortun- 
ate, and  George's  essential  idea  in  advocating  such  a  tax  is  often 
misunderstood. 
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Taxes,  as  I  see  them,  fall  into  two  general  categories —  revenue 
taxes  and  Remedial  taxes.  If  we  could  conceive  of  a  community 
whose  members  possessed  an  equality  of  wealth  and  of  opportunity, 
and  felt  under  the  need  of  raising  revenue  for  a  common  purpose, 
the  best  method  would  probably  be  found  in  a  plain,  "straight 
ahead  poll  tax.  Questions  of  import  or  export  taxes  might  be 
considered  as  securing  better  foreign  trade  conditions,  or  for 
altering  domestic  production  or  distribution,  but  for  revenue  pur- 
poses there  would  be  no  need  of  complicating  the  process  of  taxa- 
tion, with  the  end  of  adjusting  intra-community  relations,  through 
taking  from  one  for  the  benefit  of  another. 

The  Single  Tax,  or  the  covering  into  the  treasury  of  com- 
munity created  value,  is  essentially  a  remedial  tax,  intended  to 
abolish  privilege  and  to  release  and  encourage  production.  It 
has  been  urged,  as  its  name  would  imply,  as  a  sole  and  sufficient 
source  of  permanent  public  income,  and  it  has,  moreover,  been  ex- 
tolled as  the  only  tax  needed  for  either  revenue  or  reform. 

The  confiscatory  tax  that  eliminated  state  bank  currency,  and 
the  extortionate  internal  revenue  taxes  on  alcohol  for  drinking 
purposes,  show  a  trend  toward  adopting  other  remedial  taxes. 
Protectionists  urge  a  remedial  need  for  their  system  of  customs 
levies.  The  necessary  stretching  of  our  rigid  Constitution,  in  its 
weakest  point,  will  be  found  in  practically  prohibitive  taxation 
under  the  interstate  commerce  clause. 

As  a  revenue  measure,  the  single  tax  will,  if  logically  carried 
out,  tend  to  extinguish  itself.  Unless  land  tenure  be  accompanied 
by  the  privilege  of  retaining  at  least  a  part  of  the  unearned  incre- 
ment, there  will  be  no  reason  for  the  individual  to  collect  his 
privilege  rent  and  thereafter  return  it  to  the  state.  Just  as  in  the 
case  of  cut-over  lands,  which  were  once  not  considered  as  having 
any  value,  there  will  naturally  be  a  reversion  to  public  ownership, 
and  thereafter  the  state,  instead  of  farming  out  the  privilege  of 
taxation  through  landowning,  would  logically  become  the  land- 
owner, and  the  judge  of  the  rental  value. 

I  have  been  greatly  interested  in  the  great  Palestine  Zionist 
project.  Its  able  architects  have  planned  a  structure  wherein  the 
title  of  all  land  remains  in  the  commonwealth,  and  perpetual  leases 
control  its  use.  A  devoted  follower  of  Henry  Greorge  said  that  the 
plan  was  based  on  single  tax.  It  is  based  on  Henry  George's 
teaching,  but  instead  of  adopting  the  single  tax,  it  makes  that  reme- 
dial measure  unnecessary,  and  as  it  prevents  the  growth  of  a  tax- 
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able  privilege,  it  cuts  ofF  that  source  of  income.  It  represents 
public  renting,  the  assumption  by  the  state  of  the  simplest  method 
of  adequate  control. 

Speaking  of  Zion  calls  to  mind  the  Dowie  experiment  that  bore 
the  name.  The  land  upon  which  Dowie's  Zion  City  was  built  was 
bought  in  a  wild  state,  and  title  held  by  that  wonderful  autocrat. 
After  crusades  to  New  York  and  other  so-called  sinks  of  iniquity, 
which  were  immensely  costly,  after  ill-managed  and  unprofitable 
business  ventures,  the  funds  of  the  faithful  were  dispersed,  Dowie 
died,  and  Zion  was  bankrupt.  The  receivers  sold  the  land  at  com- 
munity-created prices  and,  to  the  best  of  my  knowledge,  there  was 
a  redemption,  a  repayment  for  waste  and  folly,  out  of  values  which 
the  prophet  had  intended  to  reserve  for  his  people. 

In  summing  up,  I  arraign  this  traditional  fee  simple  title  for 
many  economic  and  social  crimes  and  misdemeanors,  and  I  cannot 
distinguish  between  the  economic  and  the  social. 

It  has  contributed  a  great  impulse  to  the  overgrowth  of  our 
cities  and  towns,  and  to  the  depletion  of  our  agricultural  areas ;  it 
has  lessened  our  food  supplies  and  increased  their  costs;  it  has 
created  idle  classes,  farm  tenancy,  and  bad  agriculture. 

It  has  destroyed  our  forests,  wasted  our  coal  supplies,  cascaded 
our  petroleum. 

It  has  encouraged  private  monopoly  and  resultant  extortion 
and  has  encouraged  malevolent  activities  by  our  own  common 
carriers. 

More  than  any  other  privilege  it  has  permitted  men  to  reap 
where  they  have  not  sown.  It  has,  like  a  sponge,  sopped  up  gen- 
eral benefits  and  deprived  society  in  general  of  what  was  due  from 
inventions  and  improvements. 

It  levies,  and  unless  corrected,  will  levy,  perpetual  tribute  on 
the  production  and  the  distribution  of  wealth. 

An  extraordinary  phase  is  that  the  institution  perpetuates 
many  of  these  iniquities  without  involving  moral  turpitude  on  the 
part  of  the  beneficiaries.  Landowing  is  part  of  our  history, 
our  traditions,  and  is  a  badge  of  respectability.  The  landowner 
faces  the  assessor  with  the  belief  that  he,  and  he  alone,  is  sup- 
porting the  state. 

What  are  we  going  to  do  about  it? 

First  of  all  we  must  realize  the  situation  and  add  our  voices  to 
those  who  have  long  seen  the  point.  We  must  know  and  must 
teach  the  wrongs  involved. 
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It  is  a  strange  thing  that  while  we  are  endeavoring  to  curtail 
and  control  the  rights  already  granted,  we  are  continuing  to  grant 
the  same  rights.  There  should  be  no  further  alienation  of  public 
property  into  private  hands  under  any  policy,  save  that  of  lease, 
where  control  is  easy,  and  the  penalty  is  cancellation.  There  is 
always  the  power  of  taxation,  sovereign  and  unlimited,  which  can 
drive  needed  and  unused  holdings  into  use,  and  can  absorb  the 
privilege  tribute  of  unearned  rent. 

There  are  great  possibilities  of  control  through  state  and  na- 
tion ;  and,  finally,  if  we  are  willing  to  take  time,  and  in  our  thinly 
settled  country  we  can  take  more  time  than  some  other  nations, 
we  can,  through  inheritance  taxes,  destroy  private  titles  that  grant 
speculative  and  oppressive  privileges,  and  return  the  land  to  the 
public  with  the  assurance  of  its  subsequent  proper  occupancy. 

Before  the  inheritance  tax  can  ever  work  out,  without  destroy- 
ing production  and  wrecking  the  useful  industrial  application  of 
large  estates,  there  must  be  consideration  given  to  the  necessity 
of  levying  taxes  in  kind  as  well  as  in  cash.  There  is  much  to  be 
feared  from  the  process  of  selling  estates  on  the  bargain  counter, 
in  order  that  the  state  and  nation  may  put  a  portion  of  the  pro- 
ceeds into  the  public  treasury.  There  will,  in  many  cases,  result 
great  damage  with  little  profit,  something  like  what  happens  when 
lead  pipe  is  stolen  from  a  vacant  house.  But  in  the  case  of  land- 
holding,  the  inheritance  tax  if  taken  in  kind  may  be  levied  so  as  to 
destroy  title,  without  necessarily  destroying  occupancy.  It  may 
be  used  as  a  method  whereby  the  public,  in  its  resumption  of  title, 
can  eliminate  with  the  least  disturbance  this  economic  nightmare 
— the  fee  simple  title  to  land. 
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Charlxs  L.  Stbwabt. — ^Failure  to  appreciate  the  importance  of  the 
"agricultural  ladder/'  as  described  hj  Mr.  Spillman,  and  the  role  of 
farm  tenancy^  as  elucidated  hy  Dr.  Ely^  may  lead  administratiye  offi- 
cials and  the  public  into  grievous  errors. 

The  assumption  dominates  the  thinking  of  many  reformers,  among 
whom  Mr.  Kent's  paper  would  classify  him,  that  operators  should  own 
the  land  they  farm  and  that  owners  should  actively  cultivate  their 
land.  Most  reformers,  however,  would  hesitate  to  apply  this  doctrine 
so  rigidly  to  the  tenure  of  business  and  residential  properties  in  cities 
or  even  to  those  capital  goods  of  agriculture — such  as  bulls,  boars,  and 
simple  types  of  farm  machinery — ^which,  requiring  no  special  skill  on 
the  part  of  the  user,  are  often  loaned  or  hired  for  use  away  from  the 
owner's  supervision. 

Fundamentally  the  extent  to  which  the  hiring  of  capital  items,  of 
land  or  of  anything  else,  is  justified  depends  mainly  on  their  "fool- 
proof" qualities.  Farm  operators  who  would  like  to  become  lessees  of 
farms  having  expensive  and  complex  machinery  in  the  form  of  private 
irrigation  plants  or  farms  whose  equipment  is  in  large  herds  of  live 
stock,  in  orchards  and  vines,  or  in  "made"  land  such  as  cranberry  bogs, 
are  likely  to  be  disappointed  in  their  search.  Owners  of  farms  so 
equipped  and  constituted  seldom  permit  lessees  to  run  their  places 
for  fear  of  running  them  down  or  of  clogging  the  current  of  yield  and 
profit  through  carelessness,  inexperience,  or  indisposition.  When  any 
large  part  of  the  value  of  a  farm  property  is  imputable  to  equipment, 
herds,  machinery,  and  improvements,  the  place  is  seldom  hired  without 
damage  to  the  lessor,  the  lessee,  or  the  public. 

On  the  other  hand  the  typical  farm  can  show  only  a  relatively  small 
proportion  of  its  value  in  the  form  of  capital  items  when  all  oper- 
ator's items  are  eliminated.  Now  land  per  se  stands  in  a  very 
different  status  from  plows,  herds,  and  the  other  items  of  working 
equipment.  On  this  distinction  rests  the  justification  of  tenancy  of 
land  and  of  the  customary  scarcity  of  tenancy  of  capital  goods  of 
operators. 

Reasons  for  insisting  upon  the  old  distinction  in  this  connection  are 
threefold.  In  the  first  place,  the  operator  of  land  per  Me  deals  with  a 
property  to  whose  deterioration  it  will  ordinarily  be  beyond  his  power 
or  interest  to  contribute  a  large  degree  in  any  brief  p^od.  In  the 
second  place,  an  investment  in  land  puts  resources  into  a  relatively 
resting  form  while  an  investment  in  operator's  capital  goods  puts 
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sources  into  working  form.  Working  capital  differs  from  "resting" 
capital  in  at  least  three  respects:  (a)  capital  goods  wear  or  pass  out 
sooner  than  land;  (b)  capital  goods  have  perhaps  less  versatility  and 
continuity  of  usefulness  as  seasons  and  policies  change;  and  (c)  capi- 
tal goods  are  usually  employed  with  a  greater  admixture  of  user's 
manual  and  entrepreneural  service  per  unit  of  value.  In  the  third 
place^  the  owner's  selective  function  operates  differently  as  between 
capital  goods  and  land.  Demand  for  specific  items  of  capital  goods 
controls  their  supply  on  the  market.  Such  "birth  control"  is  inoper- 
ative with  respect  to  land^  much  of  which  has  to  be  owned  for  centu- 
ries before  a  nation's  controllers  of  development  capital  and  labor 
should  put  it  into  much  service.  The  landowner's  duty  as  a  selecter^ 
contrasted  with  that  of  the  owner  of  operator's  capital  items,  is  to 
select  properties  with  a  good  prospect  of  usefulness  in  a  possibly  dis- 
tant future.  Choices  with  respect  to  operator's  capital  items  normally 
carry  a  larger  possibility  of  loss  from  a  small  degree  of  error  than 
choices  as  to  the  proper  discounting  of  future  land  values.  A  higher 
average  rate  of  return  accruing  to  owners  of  working^capital  items 
than  to  owners  of  land^  farmers  wishing  to  sell  their  productive  years 
so  as  to  get  the  largest  income  and  the  most  valuable  accumulation^ 
will  keep  their  resources  in  those  forms  in  which  they  can  make  them 
compound  at  the  higher  rates.  So  long  as  there  are  farmers  passing 
beyond  their  most  productive  years  and  others  whose  time  is  con- 
sidered more  productive  outside  of  farm  operation^  and  so  long  as 
these  supply  agriculture  with  enough  capital  for  landownership  at  the 
customary  low  rates  of  return  on  "resting"  capital^  just  so  long  should 
skilful  operators  prefer  to  let  these  more  highly  qualified  groups  sup- 
ply him  with  the  use  of  rented  land. 

The  difference  in  economic  aspect  between  landownership  and  farm 
operation  is  admirably  indicated  by  Dr.  Ely  and  Mr.  Spillman.  To 
summarize  their  points  of  view  we  may  resort  to  parallels. 

Landowner's  functions  Farm  operator's  functions 

1.  Provide  primary  investment  1.  Provide      working      capital 

capital^  select  specific  properties^  (perhaps  cooperatively  with  land- 
meet  carrying  charges,  and  take  owner),  select  specific  items  of 
risks  on  getting  in  time  an  ad&-  equipment,  meet  carrying  charges, 
qnate  return  from  rent  and  in-  and  take  risks  on  getting  in  time 
crement — a  large  amount  of  capi-  an  adequate  return  by  way  of  in- 
tal  being  rewarded  over  a  long  crease  of  net  income  above  wages 
period  at  a  low  rate.  — a  variable  amount  of  capital  be- 

ing rewarded  over  a  short  period 
at  a  high  rate. 
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2.  Provide  developmental  capi- 
tal^ determine  the  specific  forms 
and  the  time  schedule  of  its  appli- 
cation, meet  carrying  charges,  and 
take  risks  on  getting  in  time  an 
adequate  return  in  enlarged  rents 
and  increments — ^a  varying  amount 
of  capital  being  rewarded  over  a 
fairly  short  period  at  a  good  rate. 


8.  Select  operators,  help  to 
supply  their  deficiencies  in  capi- 
tal and  in  operating  entrepreneur- 
ship,  and  tidi^e  risks  on  getting  in 
time  a  return  service  and  an  out- 
put justifying  his  outlay  of  time 
and  funds. 


2.  Provide  developmental  la- 
bor, cooperate  with  landowner  in 
determining  and  executing  the 
specifications  of  development  pro- 
jects, and  take  risks  on  getting 
an  adequate  return  by  way  of  com- 
(pensation  for  "unexhausted  im- 
provements" and  by  way  of  en- 
larged yields  during  the  prospec- 
tive period  of  association  with  the 
properties  improved — ^a  varying 
amount  of  labor  being  rewarded 
over  a  fairly  short  period  at  a 
good  rate. 

8.  Select  laborers,  supply  them 
with  program  and  stimulus,  and 
take  risks  on  getting  a  return 
service  and  an  output  justifying 
his  outlay  of  time  and  funds. 


In  general  agricultural  landowners  must  economize  "resting"  and 
semi-working  capital.  They  should  refuse  to  put  capital  into  land 
purchase  or  developments  unless  it  is  rewarded  as  well  as  it  would 
be  if  put  into  non-agricultural  properties  and  enterprises  demanding 
skilful  attention  and  risk-assumption  in  the  same  degree.  Farm  oper- 
ators should  economize  semi-working  capital  but  more  particularly 
working  capital.  They  should  refuse  to  put  capital  (or  labor)  into  any 
particular  kind  or  scale  of  farm  operation  unless  it  is  rewarded  as  well 
as  it  would  be  if  put  into  operations  outside  of  agriculture  demanding 
skilful  attention  and  risk-assumption  in  the  same  degree.  While  the 
landowner  calculates  mainly  on  the  basis  of  acre-years,  the  farm 
operator  calculates  on  the  basis  of  man-years. 

Nor  is  the  functional  distinction  between  farm  ownership  and  oper- 
ation a  matter  of  academics  merely.  The  rate  of  return  on  working 
capital  will  ordinarily  average  five  or  six  times  as  high  as  the  rate 
on  "resting"  capital,  while  the  rate  on  semi-working  or  development 
capital  will  ordinarily  fall  about  midway  between.  Many  a  tenant 
whose  capital  in  full  working  form  yields  25  per  cent  buys  land  in- 
stead of  keeping  on  more  exclusively  with  high-producing  forms  and 
finds  that  he  started  to  put  his  resources  to  rest  at  too  early  a  data. 
Being  "land-poor"  is  an  all  too  common  status.  Low-rate  capital 
should  be  furnished  by  farmers  only  when  past  their  prime. 

The  operator,  furthermore,  should  be  free  to  change  his  location, 
modify  his  scale  of  farming,  and  shift  his  emphasis  from  product  to 
product.    He  makes  these  variations  according  to  changing  conditions 


Land  Tenure  and  Pvblic  Policy — Discussion  229 

in  his  information^  maturity^  family  labor  supply^  capital  resources, 
and  according  as  margins  on  various  products  and  policies  vary  under 
changes  in  prices  and  costs.  Operators  profit  most,  therefore,  where 
boundary  lines  of  ownerships  do  not  restrict  the  shifting  of  the  boun- 
daries of  operated  areas.  The  presence  of  a  high  percentage  of  land 
leased  by  part  owners  is  a  striking  evidence  of  the  need  for  elasticity 
in  the  boundaries  of  operated  areas  during  dynamic  times. 

It  is  usually  better  for  an  operator  to  refuse  to  own  much  land 
until  able  to  start  retiring  his  capital  from  more  active  forms  to  that 
form  which  affords  the  luxury  of  home  ownership  and  of  an  income 
less  dependent  on  strenuous  entrepreneurship.  Such  an  income  is 
made  certain  at  the  expense  of  becoming  modest.  Where  ownership 
of  farm  and  home  is  needed  to  afford  economic  stimulus  to  a  farmer 
and  his  family  it  may,  of  course,  be  wiser  to  retire  part  of  the  re- 
sources in  order  that  greater  manual  and  entrepreneural  support  may 
be  given  to  the  rest  of  the  resources.  In  many  of  these  cases  it  would 
be  better  still  for  family  and  social  economy  to  spread  a  recognition 
of  the  fact  that  enlargement  of  resources  in  capital  items  may  signify 
greater  wealth  and  larger  income  than  landownership.  The  conversion 
of  resources  to  the  "resting"  form  is  justified  on  precisely  the  same 
basis  in  the  case  of  farm  operators  as  it  is  in  the  case  of  other  active 
business  people,  and  by  that  we  mean  that  too  early  retiring  of  one's 
capital  is  as  improper  from  the  social  viewpoint  as  too  early  retiring 
of  one's  entrepreneural  or  manual  service. 

In  the  light  of  the  papers  presented  by  Dr.  Ely  and  Mr.  Spillman 
we  must  criticize  adversely  any  attempt  by  federal  or  state  authorities 
to  introduce  a  land  policy  under  which  standardization  and  system  go 
too  far.  A  planned  rural  development  must  avoid  at  least  the  follow- 
ing pitfalls: 

1.  The  areas  obtainable  for  operation  by  farmers  must  not  vary 
over  too  small  a  range  in  any  community  and  there  must  be  no  avoid- 
able obstacles  to  the  shifting  of  lines  between  operated  areas  by  easy 
arrangements.  There  must  be  no  checkerboard  conception  as  to  "ideal" 
tracts  for  operation.  If  basic  tracts  are  standardized  interstices  must 
be  left  between  them  for  fractional  tracts,  subject  to  annexation  to 
basic  tracts  as  operators  need  to  expand.  These  fractional  tracts 
should  not  be  made  too  large  and  should  not  fail  to  be  numerous.  If 
such  fractional  tracts  are  not  provided  by  the  government  plan,  no 
restriction  should  be  put  in  the  way  of  breaking  standard  units  up  as 
need  arises. 

2.  Ownership  of  the  land  must  not  be  made  a  condition  of  opera- 
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Hon.  Otherwise  the  length  of  the  step  between  the  apprentice  statas 
of  farm  hand  and  the  status  of  more  or  less  retired  resource  assumed 
by  landowners  will  become  so  wide  that  the  economic  stimulus  of  the 
agricultural  ladder  will  be  lost.  Unless  land  leasing  is  permitted  and 
unless  administrative  officials  are  as  efficient  as  private  landlords  in 
adjusting  lease  relations^  it  will  be  hard  to  justify  the  government 
project. 

8,  A  government  land-settlement  scheme  should  avoid  any  effort  to 
standardize  the  careers  of  farmers  either  by  fixing  rigid  time  sched- 
ules of  achievement  or  by  restricting  the  goal  of  income  or  of  accum- 
ulation. The  advantages  of  economic  freedom  in  moving  to  preferred 
opportunities^  taking  risks  on  preferred  policies^  etc.,  must  not  be  lost 

4.  Regardless  of  the  extent  to  which  government  land-settlement 
projects  are  undertaken,  more  decided  steps  should  be  taken  through- 
out the  country  to  help  landlords  and  tenants  to  understand  the  eco- 
nomic functions  incumbent  upon  them  and  to  perfect  their  relations. 
Perhaps  our  county  farm  bureaus  can  do  this  by  conferences  on  land- 
lord-tenant relations,  by  helping  with  the  construction  and  the  typing 
of  leases,  and  by  promoting  arbitration  out  of  court  in  cases  of  dis- 
pute where  the  adjustment  involves  an  agricultural  result. 

W.  J.  Spillman. — Professor  Ely  refers  to  the  fact  that  young  men 
starting  out  with  little  capital  frequently  find  it  financially  desirable 
to  be  tenants  rather  than  owners  because  of  the  larger  business  they 
can  conduct  on  their  limited  capital.  I  wish  merely  to  confirm  this 
statement  by  referring  to  data  collected  in  our  farm  management  sur- 
veys while  I  was  connected  with  the  Office  of  Farm  Management.  In 
all  of  our  more  recent  surveys  we  made  groupings  oi  men  according 
to  total  capital  owned.  All  those  with  capital  of  less  than  $1000  con- 
stituted one  group,  those  with  from  $1000  to  $2000  another  group, 
and  so  on.  Each  of  these  groups  was  divided  into  subgroups  based  on 
tenure.  In  nearly  all  cases  the  lowest  groups,  that  is,  those  with  the 
lowest  capital,  contained  only  tenants.  As  the  amount  of  capital  owned 
increased  the  proportion  of  owners  increased,  and,  g^erally  speaking, 
when  the  average  farm  income  of  a  group  of  owners  had  risen  to  the 
point  that  permitted  a  satisfactory  standard  of  living,  practically  all 
of  the  men  passed  from  the  tenant  into  the  owner  class.  This  in 
spite  of  the  fact  that  a  tenant  with  a  given  amount  of  owned  capital, 
in  practically  all  cases  where  considerable  numbers  were  averaged^ 
had  a  farm  income  approximately  three  times  as  great  as  owners  with 
the  same  amount  of  capital. 
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These  figares  indicate  that  the  tenant^  by  passing  from  tenancy  to 
ownership,  sacrifices  about  two  thirds  of  his  net  cash  income.  The 
very  fact  that  in  all  cases  practically  the  entire  number  of  tenants  be- 
came owners  as  soon  as  practicable,  sacrificing  two  thirds  of  their 
income  in  order  to  do  so,  indicates  that  there  are  compelling  reasons 
for  his  doing  so.  I  am  not  sure  that  I  know  all  these  reasons.  One 
of  them,  however,  is  the  desire  to  own  a  home;  another  is  the  desire  for 
economic  independence  which  the  owner  enjoys  in  a  much  greater  de- 
gree than  the  tenant  I  think  too  that  in  many  cases  the  prospective 
rise  in  future  values  of  farm  land  make  the  investment  attractive. 

I  think  it  is  very  fortunate  that  tenants  do  strongly  desire  to  be- 
come owners  and  do  so  at  the  first  opportunity,  for  a  farming  com- 
munity made  up  entirely  of  tenants  seldom  maintains  itself  at  as  high 
a  level  of  rural  welfare  as  is  the  case  with  a  similar  community  made 
up  of  farm  owners. 

B.  H.  HiBBARD. — It  may  be  well  to  call  attention  to  a  few  points  in 
the  paper  on  single  tax  in  spite  of  the  well-known  and  well-wom  char- 
acter of  single  tax  argument.  The  agility  with  which  the  transition 
is  made  from  one  type  of  property  in  land  to  an  altogether  different 
type  is  always  amazing.  The  reader  of  the  above  paper  is  no  excep- 
tion. In  one  paragraph  he  discusses  ordinary  farm  land  which  is 
held  in  small  tracts,  and  farmed  under  highly  competitive  conditions. 
If  the  ownership  of  such  land  is  a  monopoly  then  surely  the  word  must 
be  defined  anew.  In  the  next  paragraph  he  discusses,  in  the  same 
tone,  such  things  as  coal  mines  and  forests.  These  have  long  been 
recognized  as  monopolies,  and  at  least  something  has  been  done  to- 
ward their  control.  All  single  taxers  are  discretely  vague  on  the  vital 
question  of  farm  land  held  out  of  use. 

The  single  taxer  is  distressed  because  land  which  at  one  time  was 
acquired  at  little  expense  rises  to  high  values.  He  wants  the  govern- 
ment to  squeeze  the  value  out.  It  may  be  suggested  that  one  purpose 
of  accumulating  property  is  security  in  old  age,  the  desire  to  leave 
property  to  one's  children,  and  the  like.  Should  all  land  be  national- 
ized, it  would  be  necessary  for  a  farmer,  in  order  to  accumulate  any- 
thing beyond  chattels,  to  invest  his  savings  in  something  outisde  the 
farm,  thus  dividing  his  interest.  At  the  same  time,  should  the  state 
collect  the  full  economic  rent,  it  does  not  appear  that  land  would  be 
any  more  accessible  than  at  present,  since  any  tenant  is  able  now  to 
get  land  on  payment  of  its  competitive  rental  value. 

The  case  of  a  bridge  from  which  driftwood  may  be  caught  is  cited 
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to  illnstrate  the  absurdity  of  the  payment  of  rent  to  a  private  land- 
owner. If  the  bridge  is  replaceable  at  wiU^  and  there  is  plenty  of 
wood  to  be  had^  the  illustration  f  ails^  since  it  is  plain  that  the  builder 
of  the  bridge  is  paid  for  a  real  service.  If  the  bridge  is  not  replace- 
able^ it  fails;  because  it  is  not  analogous  to  farm  land.  It  is  a  mo- 
nopoly and  should  be  dealt  with  as  such. 

Another  habit  of  the  single  taxer  which  is  difficult  of  comprehension 
is  his  assumption  that  almost  no  property  other  than  land  yields  a 
surplus.  Why  not  look  into  these  other  sources  of  unearned  increm- 
ent^ instead  of  begging  the  question  by  explaining  all  such  advantages 
as  dependent  on  landownership  ? 

Some  of  us  are  unable  to  comprehend  the  views  of  the  single  taxer, 
but  he  has  the  privilege^  which  he  is  frequently  ready  to  exercise^  of 
telling  us,  as  Browning  told  certain  of  his  readers,  that  he  could  not 
furnish  the  brains  for  writing  the  poems  and  at  the  same  time  for  un- 
derstanding them. 


SOME  PURPOSES  AND  RESULTS  OF  PRICE  FIXING 

By  G.  F.  Wabeen 
Cornell  Unhersity 

It  will  be  some  years  before  a  full  and  careful  analysis  can  be 
made  of  the  effects  of  price  fixing  in  the  various  countries.  Even 
given  a  long  time  for  the  study,  the  problem  will  be  exceedingly 
complicated  because  in  many  cases  the  fixed  prices  have  been  ig- 
nored in  actual  transactions;  therefore  the  records  may  not  show 
the  facts.  In  other  cases,  prices  have  been  definitely  fixed  without 
any  oiBcial  evidence.  In  this  country  there  has  been  a  considerable 
amount  of  price  fixing  by  indirect  means,  in  cases  where  no  laws 
gave  the  power  to  fix  prices. 

The  term  price  fixing  is  used  in  this  paper  to  cover  all  cases 
where  government  agents  have  determined  the  price  at  which  com- 
modities were  sold. 

In  some  cases  prices  have  been  fixed  by  request  or  suggestion, 
but  often  the  punishment  for  failing  to  accept  the  suggestion 
would  have  been  more  severe  than  for  failure  to  obey  a  law. 

Another  form  of  price  fixing  has  been  the  fixing  of  prices  at 
which  stored  products  such  as  butter  and  eggs  could  be  sold. 
The  fact  that  consideration  was  given  to  costs  may  have  helped  in 
determining  what  the  price  should  be,  but  the  result  was  none  the 
less  a  fixed  price. 

In  this  very  limited  paper  the  writer  will  state  only  a  few  of 
the  results  of  price  fixing.  The  principles  involved  have  long  been 
known  to  economists,  but  the  general  public  does  not  know  either 
the  facts  or  the  principles,  and  herein  lies  the  danger.  The  princi- 
ples involved  are  general,  but  illustrations  will  be  taken  from  the 
field  of  agriculture  because  the  writer  is  working  in  this  field.  It 
is  also  probable  that  in  the  various  countries  more  price  fixing  has 
been  done  for  agricultural  than  for  other  products. 

Reasons  for  Price  Fixing 

There  are  three  conditions  under  which  price  fixing  is  generally 
recognized  to  be  essential:  (1)  when  the  government  is  to  take 
all  or  nearly  all  of  a  given  product,  as  in  the  case  of  wool  in 
1918;  (S)  when  a  monopoly  exists;  (8)  when  a  city  is  besieged. 

These  are  simple  cases.  The  besieged  city  should  take  over  all 
of  the  food  supplies  and  ration  the  population.    Since  no  food  is 
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produced,  fixed  prices  will  not  stop  production.  A  monopoly  must 
be  controUed.  The  government  must  have  power  to  take  private 
property  for  public  use. 

Aside  from  the  three  reasons  for  price  fixing  that  are  enumer- 
ated above,  there  are  many  other  motives,  some  of  which  occasi^m- 
ally  justify  price  fixing,  but  most  of  which  are  fallacious  and  re- 
sult in  public  as  well  as  private  injury. 

Prices  may  be  fixed  to  try  to  overcome  the  effects  of  inflation. 
They  may  be  fixed  to  avoid  the  necessity  for  economy.  They  may 
be  fixed  to  benefit  some  class  in  the  population.  The  reasons  for 
wishing  to  benefit  such  a  class  may  be  because  this  class  is  in  con- 
trol of  the  government,  or  because  the  government  is  afraid  of  it, 
or  because  votes  are  desired,  or  because  of  a  desire  to  compel  some 
one  class  to  help  the  poor. 

When  governments  assume  the  role  of  middleman  in  international 
trade,  prices  become  an  international  question  and  may  be  fixed  for 
corresponding  reasons.  There  are  many  other  motives,  such  as  a 
desire  to  hold  down  prices  of  food  so  that  wages  will  not  rise,  thus 
indirectly  reducing  the  amount  that  a  government  must  borrow. 

Sofne  Objections  to  Price  Fixing 

The  popular  demand  for  price  fixing  comes  very  largely  from  a 
desire  to  avoid  the  necessity  of  economy.  The  ordinary  consumer 
believes  that  if  prices  are  fixed  he  can  have  more  of  the  product, 
not  realizing  that,  whatever  the  price,  we  can  eat  only  as  much 
as  there  is,  and  that  a  reduced  price  reduces  the  production  of 
the  product  that  was  already  short. 

In  times  of  a  short  crop  or  unusual  demand  the  desire  for  price 
fixing  is  increased,  but  in  times  of  a  short  crop  the  producers  look 
for  good  prices  to  offset  in  part  the  low  yield.  The  short  crop  of 
wheat  in  1917  resulted  in  a  fixed  price.  The  total  returns  from 
winter  wheat  per  acre  planted  divided  by  the  index  numbers  for 
wholesale  prices  of  all  commodities  give  the  next  to  the  lowest  re- 
turns for  any  one  of  the  last  twelve  years  (Table  7).  Producers 
were  disappointed  with  the  low  returns.  High  prices  or  compul- 
sion are  necessary  if  a  short  supply  is  to  be  made  to  last  uniformly 
throughout  the  year.  In  1917,  the  wheat  crop  was  consumed 
much  too  rapidly  early  in  the  year  (Table  8). 

The  high  cost  of  living  in  each  generation  promises  to  become  a 
more  difficult  question.  A  correct  understanding  of  the  problem  is, 
therefore,  of  more  than  passing  importance.    We  have,  doubtless. 
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passed  the  point  of  maximum  food  production  per  hour  of  human 
labor.  New  inventions  help,  but  in  spite  of  them,  every  additional 
bushel  is  now  a  more  expensive  bushel.  A  machine  that  saves  labor 
on  the  farm  does  not  save  as  much  human  time  as  is  often  assumed, 
for  someone  must  make  the  machine.  Food  is  becoming  fundamen- 
tally more  expensive  to  produce  in  terms  of  human  effort,  because 
poorer  land  must  be  used  and  because,  on  the  good  land,  produc- 
tion has  reached  the  point  of  diminishing  returns.  If  it  were  not 
necessary  to  increase  the  amount  of  food,  inventions  would  reduce 
the  amount  of  human  effort  required  in  food  production.  But  the 
demand  for  more  food  calls  for  the  use  of  land  that  must  be  re- 
claimed at  great  expense,  and  calls  for  more  intensive  methods  on 
land  now  in  use.  It  is  of  course  possible,  and  perhaps  probable, 
that  improvements  in  manufacturing  will  take  place  so  fast  as  to 
more  than  offset  the  increasing  cost  of  food  so  that  general  well- 
being  may  continue  to  be  improved.  But  food  is  almost  certain  to 
continue  to  call  for  a  larger  share  of  the  workers'  income,  if  the 
population  of  the  world  continues  to  increase  as  it  has  done  in 
the  past  fifty  years.  There  are  no  more  lowas  waiting  for  the 
plow.  :      '        *>i?i^!?3 

One  of  the  great  underlying  factors  in  the  present  world  con- 
flicts is  the  effort  to  place  the  blame  for  the  pressure  of  popula- 
tion on  food  supply.  We  can  no  longer  obtain  the  former  supply 
of  food  with  the  same  effort.  Not  knowing  that  this  is  due  to  the 
ratio  of  population  to  natural  resources,  each  class  believes  that  it 
is  not  receiving  just  treatment.  The  industrially  minded  believe 
that  farmers  are  at  fault,  labor  blames  capital,  farmers  blame 
middlemen,  consumers  blame  prices,  nations  blame  each  other. 

A  fundamental  objection  to  price  fixing  is  that  for  every  product 
there  are  more  consumers  than  producers.  Majority  opinion  on 
prices  is  therefore  in  grave  danger  of  strangling  any  industry 
to  which  a  price-fixing  policy  is  applied.  When  discussing  the  de- 
sirability of  increasing  freight  rates,  a  popular  argument  was  that 
only  a  few  persons  would  be  benefited,  whereas  a  great  number  of 
shippers  and  consumers  would  suffer.  This  point  of  view  is  practi- 
cally always  presented  in  price-fixing  discussions.  Publishers  and 
educators  usually  have  the  consumer's  point  of  view — except,  of 
course,  on  their  own  wares.  The  cotton  grower  believes  in  a 
fixed  price  on  wheat,  but  not  on  cotton.  The  newspaper  believes 
in  a  fixed  price  on  paper,  but  not  on  newspapers.  Most  price 
fixing  is  essentially  class  favoritism.  If  it  continues  long  enough, 
first  one  class  and  then  another  may  gain  the  ascendancy. 
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The  food-control  and  price-fixing  campaigns  have  magnified 
both  the  importance  of  food  control  and  the  injustices  that  exist. 
At  the  same  time,  the  protecting  power  of  the  government  has 
been  magnified.  In  popular  opinion  the  government  is  coming  to 
have  many  of  the  attributes  of  the  Deity.  The  government  can 
raise  wages,  make  products  abundant  and  cheap  to  the  consimier, 
and  at  the  same  time  give  the  producer  cost  plus.  Since  each  class 
shares  these  hopes,  each  in  turn  will  call  on  the  government  for  help. 

Unfortunately  the  publicity  campaigns  in  connection  with  price 
control  have  featured  instances  of  injustice  and  have  led  the 
public  still  further  in  its  mistaken  idea  that  high  prices  and  food 
shortage  are  in  general  due  to  the  fact  that  the  public  is  being 
^'held  up."  This  leaves  a  bad  state  of  mind  for  meeting  the  real 
problem.  These  misleading  campaigns,  exaggerating  both  the 
evils  of  the  present  system  and  the  beneficial  effects  of  food  control, 
have  led  a  large  proportion  of  the  population  to  believe  that  the 
producers  and  dealers  in  food  are  their  natural  enemies,  that  they 
are  profiteers,  and  must  be  curbed  by  governmental  action,  or  by 
more  violent  means  if  necessary. 

An  opposite  and  favorable  effect  has  also  resulted.  The  intense 
desire  of  the  government  to  reduce  food  prices  has  led  the  con- 
sumers to  have  great  confidence  in  government  price  control.  In 
some  instances,  this  has  led  to  the  willing  acceptances  of  just 
prices  that  might  otherwise  have  been  considered  unjust,  and  has 
been  a  benefit. 

One  of  the  effects  of  price  fixing  is  the  impetus  that  it  has 
given  to  the  organization  of  farmers.  Formerly  farmers  have,  in 
general,  sold  the  results  of  their  labor  according  to  the  law  of  sup- 
ply and  demand.  They  have,  therefore,  not  been  organized.  It 
may  be  good  public  policy  to  have  farmers  organized,  but  certain- 
ly it  would  be  better  if  such  organization  could  have  a  normal 
growth  rather  than  a  forced  growth. 

Fixed  prices  stimulated  the  movement  from  farms  to  cities.  In 
the  year  ending  February  1,  1918,  as  shown  by  the  State  Census 
in  New  York,  SI  ,430  persons  left  the  farms  to  work  in  other  in- 
dustries. This  was  a  larger  number  than  went  for  military  service. 
Nor  did  they  all  go  to  war  industries.  The  number  who  returned 
to  farms  during  the  year  was  18,894.  It  is,  of  course,  impossible 
to  tell  how  much  of  this  unfavorable  balance  was  due  to  fixed  prices, 
but  a  very  large  part  of  it  is  certainly  a  result  of  price  fixing. 

The  movement  to  and  from  farms  is  always  going  on.    A  State 
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Census  in  New  York  in  1917  indicated  that  469S67  sons  of  the 
present  farm  operators  were  working  at  some  industry  other  than 
farming.  There  may  soon  come  a  time  when  the  net  movement  will 
be  to  farms.  Price  fixing  increased  the  movement  to  cities,  delayed 
the  turn  of  the  tide,  accentuated  the  maladjustment,  and  may  make 
the  return  movement  too  violent  when  it  does  come. 


Price  Fixing  to  Overcome  the  Effects  of  Inflated  Currency 

Most  of  the  arguments  for  price  fixing  of  foods  in  this  country 
were  based  on  a  desire  to  overcome  the  efi^ect  of  inflation,  or  to  keep 
prices  of  food  from  going  up  along  with  general  prices. 

If  the  dollar  were  stabilized,  most  of  the  clamor  for  price  fixing 
in  this  country  could  have  been  avoided.  Most  of  the  popular  ar- 
guments for  price  fixing  were  efforts  to  bring  everything  back  to 
the  old  dollar. 

Food  prices  and  general  commodity  prices  have  on  the  average 
followed  bank  deposits,  as  is  shown  in  Table  1. 

Table  1. — Ikdex  Numbers  for  Bank  Depositb  akd  Prices 


Bank 

Wholesale 

Wholesale 

Average  farm 

Year 

deposits^ 

prices' 

prices  of 
foods 

prices  SO  farm 
products^ 

Average  1910-1914 

100 

100 

100 

100 

1914 

110 

101 

103 

99 

1915 

118 

103 

106 

101 

1916 

147 

196 

198 

191 

1917 

174 

178 

180 

185 

1918  (pre- 

2012 

196B 

1838 

1985 

liminary) 

1  £.  W.  Kemmerer,  American  Econontie  Review,  June  1918,  p.  955. 

^Report  of  Committee  on  War  Finance  of  the  Ammican  Economic  A»90^ 
ciation,  Dec.  1918,  p.  98.  Recalculated  to  the  five-year  base.  The  figures  are 
an  average  for  Mar.  4,  May  10,  and  June  99. 

s  Recalculated  from  Reports  of  the  U.  S.  Bureau  of  Labor. 

«  Calculated  from  prices  reported  by  the  U.  S.  Department  of  Agriculture. 

•  Average  for  Mar.,  May,  June,  July,  1918. 

In  1917,  the  index  figure  for  gold  and  gold  certificates  compared 
with  1910-14  stood  at  185,  bank  deposits  at  174,  and  food  stood 
at  180.  Bank  deposits  increased  before  the  commodity  prices 
increased. 

The  index  numbers  for  wholesale  prices  are  much  the  same  as 
they  were  during  the  Civil  War  as  is  shown  by  Table  2. 
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Table  9. — Ixdex  Numbebs  of  Wholesale  Pbices  Civil  Wab  axd  Wobld  Wab^ 


Year 

Index  number 

Year 

Index  number 

1856-1860 

100 

1909-1913 

100 

1861 

95 

1914 

103 

1869 

113 

1915 

108 

1863 

141 

1916 

137 

1864 

181 

1917 

180 

1865 

305 

1918  July 

304 

1866 

'  181 

1867 

163 

1868 

153 

1869 

145 

1870 

135 

1871 

139 

1872 

133 

1873 

130 

1874 

136 

1875 

131 

1876 

113 

1877 

105 

• 

1878 

96 

1879 

93 

1880 

101 

On  June  SI,  1917,  speaking  before  the  Senate  Committee  on 
Agriculture,  Mr.  Hoover  stated,  "Altogether  we  face  the  amazing 
situation  of  the  country  producing  a  surplus  of  foodstuffs  and 
paying  the  highest  prices  known  to  its  history.'** 

According  to  the  index  numbers  of  the  United  States  Depart- 
ment of  Labor,  wholesale  prices  of  food  in  June,  1917,  stood  at 
2  per  cent  above  the  index  price  for  all  commodities.* 

Speaking  at  Harvard  University,  Mr.  Hoover  stated,  "By  our 
entry  into  the  war  we  arrive  at  two  issues:  first,  the  issue  we 
must  have  partially  fronted  in  any  event — ^the  control  of  our 
food  so  as  to  ameliorate  prices,  for  unless  we  can  do  so,  we  must 
meet  a  raise  of  wages  with  all  its  vicious  circle  of  social  disruption 
at  a  time  when  maximum  eiSciency  is  vital  to  our  safety;  second, 
that  we  may  also  meet  the  increased  demands  of  our  allies  that 
they  may  remain  constant  in  the  war."* 

An  Associated  Press  report  dated  December  S,  1917,  is  as  fol- 
lows: "As  to  the  regulation  of  prices  of  all  commodities  by  the 
government,  Mr.  Hoover  said  that  either  prices  must  be  regu- 
lated or  there  must  be  a  continuous  wage  increase,  and  added : 

1  Recalculated  from  Reports  of  the  U.  S.  Department  of  Labor. 
2U.  S.  Food  Administration  Bulletin  9,  p.  9. 

8U.  S.  Department  of  Labor,  Monthly  Labor  R0f>i€W,  Vol.  AHI,  No.  S,  p, 
109. 
4  U.  S.  Food  Administration  Bulletin  9,  p.  IS. 
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^^In  other  words,  wages  must  ascend  according  to  the  prices  of 
the  necessities  of  life.  I  mean  by  that  that  the  high  cost  of  living 
must  stop  or  we  must  have  a  continuous  ascending  wage  scale.  A 
continuous  increase  in  wages  usually  undermines  national  effi* 
ciency,  and,  of  the  two  evils,  it  is  evident  that  we  must  make  an 
effort  to  regulate  prices." 

In  December,  wholesale  prices  of  foods  stood  at  S  per  cent  above 
the  general  price  level  of  all  commodities. 

Presumably  these  statements  represent  the  general  point  of 
view  of  the  food-price-control  policy  in  the  United  States.  An- 
other motive,  not  so  widely  published  but  often  referred  to  in 
private,  was  the  fear  of  the  foreign  element  in  cities. 

Attempting  to  hold  down  food  prices  so  as  to  prevent  labor,  or 
any  other  prices,  from  rising  when  the  circulating  medium  is  con- 
stantly being  increased  may,  at  times,  be  expedient  but  is  funda- 
mentally imsound.  It  is  an  attempt  to  place  the  entire  burden  of 
inflation  on  one  set  of  commodities. 

SoTne  Effects  of  Price  Fixing 

Fixed  prices  may  be  the  same  as  the  competitive  price  would 
be,  or  may  be  higher  or  lower  than  the  competitive  price.  They 
have  the  corresponding  effects,  modified  by  the  general  psycho- 
logical effects  that  fixed  prices  have  on  producers  and  consumers. 

If  prices  are  fixed  at  what  the  competitive  price  would  be,  the 
supply  of  the  product  will  ordinarily  be  sufficient  to  meet  the 
demand. 

If  prices  are  fixed  higher  than  the  competitive  price,  produc- 
tion will  ordinarily  be  unduly  stimulated  and  consumption  re- 
duced, with  a  consequent  surplus.  The  government  must  then  find 
a  means  of  forcing  consumption  or  accept  a  loss.  No  example 
of  this  has  so  far  occurred  in  the  field  of  agriculture.  If  the 
weather  should  be  favorable  and  if  the  currency  is  not  further 
inflated,  it  is  probable  that  this  may  occur  with  wheat  in  1919. 

If  prices  are  fixed  below  the  competitive  price,  consumption  of 
the  product  must  be  limited  or  the  supply  will  not  meet  the  de- 
mand.    The  experience  with  wheat  illustrates  this  law. 

Some  Effects  of  Price  Fixing  as  Illustrated  by  Wheat 

In  the  fall  of  1917  the  average  farm  price  of  wheat  was  reduced 
from  $2.29  to  $2.01.'    Had  prices  not  been  fixed,  it  is  probable 

B  U.  S.  Department  of  Agriculture  Monthly  Crop  Report,  Dec,  1917,  p.  Id4. 
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that  the  price  would  have  gone  to  $S.  Press  statements  have 
been  made  that  wheat  would  have  been  $5  and  flour  $S0  if  prices 
had  not  been  fixed.  A  comparison  of  the  prices  of  competing  food 
products  over  a  series  of  years  shows  no  reason  for  expecting 
such  prices. 

When  the  price  was  reduced  a  portion  of  the  public  was  pre- 
vented from  eating  wheat  by  patriotic  appeal,  but  another  por- 
tion began  to  eat  wheat  at  an  abnormal  rate,  so  that  the  total 
consumption  in  the  first  part  of  the  year  was  slightly  more  than  in 
1916-17,  when  wheat  was  relatively  higher  compared  with  the 
prices  of  other  foods.  An  unduly  large  proportion  of  the  yearns 
crop  was  consumed  by  February,  and  the  year's  exports  were 
low  (Tables  3  and  4).  It  then  became  necessary  to  compel  the 
use  of  wheat  substitutes. 

Table  3. — Pboductiok  and  Export  op  Wheat  Floue* 


July  1,  1916 

to 
Feb.  1,  1917 

July  1,  1917 

to 
Feb.  1,  1918 

Production,  barrels    

41,364,981 
8^95,100 

33,769,881 

43,481,067 
9,640,400 

33,$40,657 

Exports,  barrels   

DiflFerence,  barrels 

*  U.  S.  Food  Administration  Bulletin  769,  p.  7,  and  Bulletin  741,  p.  6. 
Table  4. — Exports  op  Wheat  akd  Wheat  Flour  ix  Terms  op  Whrat* 

July  1,  1916  to  June  30, 

July  1,  1917  to  June  30, 

Decrease   

1917 
1918 

203,707,5s 

127,743,68 

37  pel 

18  bushels 
17  bushels 
'  cent 

♦  U.  S.  Food  Administration  Bulletin  1375,  p.  6. 

During  the  fall  of  1917  urgent  appeals  were  made  to  fanners 
to  market  their  wheat  more  rapidly.  Many  newspapers  contained 
sharp  editorials  condemning  farmers  for  hoarding.  The  public 
was  assured  that  Americans  would  not  be  rationed.  The  gOYem- 
ment  report  on  March  1  indicated  that  only  17  per  cent  of  the 
crop  was  on  farms  and  the  amount  in  elevators  was  extremely 
low.*  It  then  became  apparent  that  the  crop  had  been  marketed 
and  consumed  too  rapidly.    Consumers  then  turned  to  rye.     The 

The  highest  price  after  the  new  crop  was  harvested  was  9SIM  on  Aug,  1.    The 
price  was  $2.01  on  Dec  1,  after  prices  were  fully  under  control    Tlie  com- 
monly quoted  $9.90  price  is  for  a  particular  grade  of  wheat  In  partScular 
markets.    It  is  not  the  price  that  farmers  received. 
«  U.  S.  Department  of  Agriculture  Monthly  Crop  Report,  March^  1918,  p.  91. 


Same  Purposes  omd  Restdts  of  Price  Fixing  841 

farm  price  of  rye  jumped  from  $1,76^  in  February  to  $2.S5^  in 
April.  Rules  were  made  requiring  the  substitution  of  other  flours 
in  place  of  rye  and  wheat  and  in  June  the  farm  price  of  rye 
dropped  back  to  $1.88/ 

When  the  price  of  wheat  was  fixed  the  first  effect  was  to  widen 
the  spread  between  the  farm  price  of  wheat  and  the  New  York 
wholesale  price  of  ^^Minnesota  Patent"  flour.  Later  the  spread 
was  reduced  to  about  the  same  41s  it  was  in  1916  (Table  5).  To 
determine  the  effect  that  this  had  on  millers'  profits  the  price  of 
bran  and  middlings  would  also  have  to  be  considered,  as  would 
the  closeness  of  milling. 

Table  5.— Diffebekce   Between   Faek   Price   of  Wheat  ahd   New   York 

Price  of  Flour* 


Amount  by  which  wholesale  price  of  a  barrel 

Year 

of  flour  in  New  York  exceeds  farm  price  of 

4.5  bushels  of  wheat 

1915 

$1.73 

1916 

1.86 

Jan.-July  1917 

^.85 

Aug.  ....  1917 

3.00 

Sept 1917 

3.81 

Oct    ....  1917 

3.39 

Nov 1917 

9.50 

Dec 1917 

9.46 

Jan.-Ma3r   1918 

1.85 

*  Prices  of  flour  are  from  Bradstreet's.     Price  of  wheat  from  reports  ol 
the  U.  S.  Department  of  Agriculture. 

The  price  of  bran  was  fixed  in  the  spring  of  1918.  The  fixed 
price  was  ineffective  in  many  cases.  By  combination  sales  and  by 
mixing  with  other  feeds,  a  price  higher  than  the  supposed  price 
has  often  been  charged.  The  distribution  in  different  regions  was 
also  changed  as  a  result  of  the  fixed  price.  The  actual  cost  to 
farmers  was  made  very  high  in  the  East,  but  was  slightly  lowered 
in  the  Middle  West.  For  the  six  New  England  States  the  average 
price  paid  by  farmers  on  September  15,  1917,  was  $39.48.  On 
September  15,  1918,  when  the  price  was  supposed  to  be  fixed, 
the  prices  paid  averaged  $48.58.^  At  the  same  time  the  prices 
in  many  of  the  Middle  Western  states  were  lowered.  The  actual 
operation  of  the  fixed  price  made  it  impossible  for  many  farmers 
to  obtain  bran,  and  acted  to  the  particular  injury  of  New  England. 

The  fixed  price  of  wheat  when  currency  was  constantly  being 

f  U.  S«  Department  of  Agriculture  Monthly  Crop  Report,  July,  1918,  p.  89. 
» Ibid.,  October,  1918,  p.  181. 
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inflated  and  when  the  prices  of  other  commodities  were  constantly 
rising  resulted  in  a  constantly  decreasing  purchasing  power.  The 
index  number  of  purchasing  power  for  the  farm  price  of  wheat 
was  ISS  in  September,  1917,  and  116  in  June,  1918.  A  fixed 
price  when  general  prices  are  rising  not  only  results  in  a  loss  in 
purchasing  power  by  holding  wheat,  but  the  shrinkage  is  also  lost. 
Under  such  circumstances  a  fixed  price  may  be  expected  to  result 
in  dumping  the  product  on  the  market  as  soon  as  possible  after 
harvest. 

The  wheat  movement  in  1917  was  rapid,  but  by  no  means  as 
rapid  as  it  would  have  been  had  farmers  been  sure  that  the  price 
was  really  to  remain  fixed.  Many  farmers  believed  that  by  some 
means  a  higher  price  would  later  be  obtained.  By  the  faU  of 
1918  the  fact  that  the  price  was  to  remain  fixed  was  understood, 
and  the  wheat  movement  from  July  1  to  December  14  was  greater 
than  ever  before  occurred  in  the  same  period.  The  marketing 
would  have  been  much  faster,  but  in  many  cases  the  movement 
from  farms  was  stopped  either  by  refusal  to  furnish  cars  or  by 
the  refusal  of  the  elevators  to  buy. 

Table  6. — Wheat  Movement  July  to  Decembbb,  1918* 

(MiUion  Bwh^U) 


Year 

Produced 

Movement 

July  to  December 

1910 

635 

151 

1911 

621 

155 

1912 

730 

239 

1918 

763 

206 

1914 

891 

301 

1915 

1,096 

288 

1916 

636 

236 

1917 

651 

123 

1918 

917 

324 

•The  dates  in  December  vary  from  11  to  17  in  different  years.  Figures 
for  production  are  from  the  U.  S.  Department  of  Agriculture.  The  wheat 
movement  is  from  Bradstreet's. 

The  Weekly  News  Letter  of  the  U.  S.  Department  of  Agriculture,  Jan.  8, 
1919»  p.  3,  states  that  up  to  Nov.  29,  the  total  amount  sold  from  farms  was 
588  million  bushels,  but  much  of  this  apparently  had  not  reached  the  chan- 
nels from  which  Bradstreet's  reports  are  made. 

When  the  price  received  is  compared  with  the  index  numbers 
for  wholesale  prices,  the  fixed  price  of  wheat  in  1917  resulted  in 
paying  farmers  less  per  acre  of  winter  wheat  planted  than  had 
been  paid  for  any  crop  since  1906,  except  for  the  crop  of  191* 
(Table  7).    The  fixed  price  gave  the  average  acre  of  winter  wheat 
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planted  for  the  1917  crop  a  purchasing  power  of  only  88  per  cent 

of  the  five-year  average  before  the  war. 

Tabu  7. — Prices  axd  Ikdex  Numbers  of  the  Purchasixo  Power 

OP  WiKTER  Wheat* 


Price  Dec.  1 

Purchasing  power 

Crop  year 

Per  acre* 

Per  acre 

Per  bushel 

harvested 

planted 

1910-1914 

87.7  cents 

100 

100 

100 

1913 

89.9 

99 

94 

98 

1914 

98.6 

111 

130 

140 

1915 

94.7 

101 

101 

110 

1916 

169.7 

195 

106 

104 

1917 

309.9 

195 

117 

88 

1918 

906.7 

111 

104 

100 

*  In  preparing  this  table  the  value  of  the  crop  produced  was  divided  by 
the  acres  planted  to  determine  the  value  produced  per  acre  planted.  The 
resulting  figures  were  divided  by  the  index  number  for  wholesale  prices  of 
all  commodities  to  get  the  purchasing  power  per  acre  planted.  Other  results 
were  sunilarly  calculated.  For  1918  the  index  number  for  all  commodities 
was  taken  for  Sept  1,  as  the  Dec.  1  figure  is  not  available.  It  is  not  possible 
to  make  a  similar  table  for  spring  wheat  because  the  area  abandoned  is  not 
reported. 

The  actual  price,  the  purchasing  power  per  acre  planted,  and 
the  purchasing  power  per  acre  harvested  all  influence  later  plant- 
ing. But,  in  general,  the  returns  per  acre  planted  are  most  signi- 
ficant. The  good  returns  in  1914  resulted  in  a  great  increase  in 
acreage.  The  yield  per  acre  was  also  high.  The  price  was  there- 
fore disappointing  and  the  acreage  dropped  back  nearer  to  the 
normal.  The  crop  of  1916  sold  for  a  higher  price  but  the  yield 
was  poor  so  that  the  acreage  planted  for  1917  increased  but  did 
not  reach  the  record  acreage  of  1916.  The  acreage  for  1918  was 
influenced  by  two  factors.  The  returns  were  not  so  good  as  for- 
merly but  a  patriotic  appeal  for  planting  47  million  acres  was 
made.  The  actual  planting  was  42  million  acres,  about  the  same 
as  in  1914.  The  better  production  in  1918  made  the  fixed  price  a 
much  better  price  per  acre  planted  than  the  same  price  was  in 
1917.  The  crop  of  1918  had  a  purchasing  power  per  acre  planted 
as  good  as  the  five-year  average  before  the  war,  and  gave  a  little 
better  than  average  returns  per  acre  harvested.  This  might  have 
been  expected  to  result  in  an  increase  in  planting  over  the  area 
planted  for  1918.  Two  other  factors  contributed  to  the  increased 
acreage  for  1919.  Many  persons  believed  that  the  war  would 
stop  and  that  the  prices  of  other  grains  would  drop.    A  patriotic 
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appecd  was  made  for  planting  46  to  47  million  acres*  The  result 
was  a  planting  of  49  million  acres. 

The  net  result  seems  to  have  been  about  as  follows.  The  fixed 
price  resulted  in  a  very  poor  net  return  to  farmers  for  the  effort 
expended  in  raising  winter  wheat  in  1917,  a  smaller  acreage  in 
1918  than  would  have  been  raised  had  prices  not  been  fixed,  and  a 
greatly  increased  acreage  for  the  crop  of  1919. 

Apparently  the  fixed  prices  reduced  the  amount  that  farmers 
received  in  1917  by  SOO  to  600  millions  of  dollars.  If  the  weather 
is  normal  or  better,  it  is  possible  that  the  federal  treasury  or  the 
consumers  will  be  called  on  to  return  this  in  1919*  The  fixed 
price  also  resulted  in  the  consumption  of  wheat  in  the  first  part 
of  the  year,  and  the  eating  of  its  substitutes  in  the  last  part  of 
the  year.  In  every  way  the  fixed  price  has  resulted  as  would 
have  been  expected. 

Fixed  Prices  for  Storage  Eggs 

The  fixed  price  at  which  cold-storage  eggs  could  be  sold  pre- 
vented fresh  eggs  from  rising  in  price  in  the  winter  of  1917-18 
as  much  as  they  would  have  done  in  keeping  pace  with  currency 
infiation,  and  with  the  advance  of  the  season. 

The  purchasing  power  of  eggs  compared  with  the  four-year 
average  for  the  same  months  before  the  war  stood  at  101  in  June, 
1917.  In  December  it  dropped  to  78.  At  the  same  time  feeds  were 
high.  The  purchasing  power  of  corn  stood  at  12S.  The  result  was 
an  excessive  marketing  of  hens.  The  effect  in  New  York  State 
was  shown  by  the  State  Census.  Hens  decreased  from  10,738,960 
on  April  81, 1917,  to  8,907,644  on  February  1, 1918. 

To  stop  the  slaughter  of  hens,  the  Food  Administration  made 
a  rule  prohibiting  their  sale.  However,  such  a  rule  could  not 
compel  the  raising  of  chickens.  It  seems  probable  that  the  price 
of  eggs  to  consumers  in  the  winter  of  1918-19  and  1919-20  may 
more  than  offset  the  saving  in  1917-18.  Such  violent  fluctuations 
in  profits  are  often  followed  by  equally  violent  reactions.  It  is 
possible  that  the  next  effect  will  be  the  raising  of  too  many 
chickens  in  1919  and  consequent'  over-production  of  eggs  in  the 
spring  of  1920. 

Other  Farm  Products 

Space  forbids  discussion  of  other  farm  products.  The  point  at 
which  prices  were  fixed  was  largely  a  matter  of  accident  as  to  who 
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was  on  the  committee  that  fixed  prices.  The  fixed  price  of  wool 
(July,  1918)  still  left  it  the  highest  priced  farm  product.  Com- 
pared with  the  four-year  average  before  the  war  it  had  a  purchas- 
ing power  of  165.  Wheat  (December,  1917)  had  a  purchasing 
power  of  131,  but  owing  to  the  poor  yield  this  price  had  a  low 
purchasing  power  per  acre  planted.  Iron  (December,  1917)  had 
a  purchasing  power  of  121,  copper  89,  eggs  78,  butter  80.  The 
prices  of  cotton  with  a  purchasing  power  of  127  and  cottonseed 
170  (December,  1917)  were  not  fixed. 

Agriculture,  as  well  as  the  city,  has  cases  of  fixed  income  and 
increasing  costs.  For  example,  horses  are  raised  on  high-priced 
feed  and  sold  at  prices  actually  lower  than  before  the  war.  In 
general,  the  producers  of  products  that  have  a  purchasing  power 
much  below  100  have  not  been  well  enough  satisfied  to  maintain 
their  normal  production.  The  farm  values  of  the  following  pro- 
ducts were  among  those  that  had  a  purchasing  power  of  less  than 
before  the  war:  beef  cattle,  veal  calves,  milk,  butter,  chickens, 
eggs,  potatoes,  and  onions.  Among  the  products  with  a  purchasing 
power  higher  than  before  the  war  were  wool,  sheep,  cotton,  grains, 
and  hogs.  Monthly  prices  for  thirty  products  were  shown  by 
curves  but  there  is  not  room  to  reproduce  these.  It  is  expected 
that  they  will  be  published  elsewhere. 


THE  POSSIBILITIES  OF  PRICE  FIXING  IN  TIME  OF 

PEACE 

By  T.  N.  Cauver 
Harvard  University 

I 

Parallel  with  the  path  of  progress  from  autocracy  to  democ- 
racy lies  another  path  which  leads  from  authority  to  liberty, 
from  coercion  to  persuasion,  from  getting  things  done  by  appeal- 
ing to  fear  to  getting  them  done  by  appealing  to  hope,  from  a 
condition  under  which  every  one  does  what  he  is  commanded  to 
do  by  some  one  in  authority  to  a  condition  under  which  he  does 
what  he  is  persuaded  voluntarily  to  do  by  some  free  citizen  with 
no  more  authority  than  himself. 

A  state  of  war  puts  us  back  several  stages  in  both  paths  of 
progress.  Democracy  must  temporarily  give  way  to  something 
closely  resembling  autocracy.  Macaulay  said  long  ago  that  an 
army  might  succeed  under  a  rather  poor  general,  but  that  no  army 
ever  succeeded  imder  a  debating  society.  In  the  civil  government 
as  well  as  in  the  army,  discussion  and  legislation  are  suspended  or 
become  more  or  less  perfunctory,  while  administration  becomes 
more  active  and  more  peremptory.  Similarly,  and  for  the  same 
reasons,  we  are  set  back  in  the  other  path  of  progress.  Volun- 
tary agreement  largely  gives  way  to  authoritative  control;  men 
do  less  what  they  agree  to  do  and  more  what  they  are  told  to  do ; 
they  have  less  room  to  consider  what  line  of  action  will  bring  them 
the  largest  rewards  and  are  compelled  to  consider  more  and  more 
what  lines  of  action  will  keep  them  free  from  the  danger  of  pun- 
ishment; they  make  their  enconomic  adjustments  less  and  less  on 
the  basis  of  voluntary  agreement  with  other  free  citizens;  they 
find  these  adjustments  made  for  them  more  and  more  by  some  one 
who  is  in  a  position  of  authority  over  them  and  who  has  power 
to  inflict  punishment  upon  them  if  they  do  not  submit. 

These  two  paths  lie  so  closely  parallel  as  sometimes  to  deceive 
us  into  thinking  that  they  are  one  and  the  same.  They  are  quite 
different,  however,  as  shown  by  the  fact  that  it  is  quite  possible 
to  have  liberty  without  democracy,  and  democracy  without  liberty. 
In  the  Canal  2!one  under  Colonel  Goethals,  there  was  a  great  deal 
of  liberty  without  any  democracy  whatever,  though  some  have 
made  the  mistake  of  thinking  that  because  his  rule  was  so  mild  it 
was  therefore  very  democratic.  In  Russia  today,  there  is  a  great 
deal  of  democracy  with  very  little  liberty,  though  some  hmTs 
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thought  that,  because  there  is  so  little  liberty,  there  can  not, 
therefore,  be  very  much  democracy.  Nothing  is  more  democratic 
than  a  lynching  bee,  where  nothing  impedes  the  will  of  the  major- 
ity, but  there  is  very  little  liberty  for  the  individual.  Its  method 
is  compulsion  rather  than  persuasion;  it  appeals  to  fear  rather 
than  to  hope;  it  inaugurates  a  regime  of  illiberalism  rather  than 
of  liberalism,  and  yet  it  is  as  democratic  as  anything  can  well  be. 

Even  under  a  permanent  government  the  same  distinction  holds 
good.  A  democracy  way  be  illiberal  as  well  as  liberal,  and  an 
autocracy  may  be  liberal  as  well  as  illiberal,  though,  as  a  general 
rule,  one  expects  to  find  autocracy  and  illiberalism  linked  together 
and  democracy  and  liberalism  progressing  side  by  side. 

A  general  policy  of  price  fixing,  however  democratic  the  gov- 
ernment that  adopts  it,  is  an  illiberal  rather  than  a  liberal  policy. 
It  involves  an  extension  of  the  field  of  authority  and  compulsion, 
and  a  restriction  of  the  field  of  persuasion  and  voluntary  agree- 
ment. 

For  centuries  before  1776,  mediaeval  governments  were  trying 
to  fix  prices.  Much  of  the  economic  discussion  among  the  pre- 
cursors of  Adam  Smith  was  concerned  with  the  question  of 
justwm  pretiti/m  or  just  price.  What  is  a  just  price  and  how  can 
it  be  determined?  was  a  great  economic  problem  of  those  times 
when  governments  were  directing  everybody  in  all  the  affairs  of  life. 

The  great  liberal  movement  of  the  latter  part  of  the  eighteenth 
century  and  the  early  nineteenth  century  swept  all  these  errors 
away,  and  aroused  trust  in  the  people  so  that  they  began  to  ar- 
range these  matters  for  themselves  in  the  free  atmosphere  of  the 
open  market.  This  liberating  of  enterprise  and  industry  from  the 
hampering  influence  of  groups  of  office  holders,  anxious  to  enlarge 
their  authority,  was  followed  by  the  greatest  burst  of  prosperity 
that  the  world  has  ever  known.  If  we  adopt  a  general,  undiscrim- 
inating  policy  of  price  fixing  as  a  part  of  a  permanent  peace  pro- 
gram, we  shall  be  going  backward  rather  than  forward ;  we  shall 
be  returning  to  a  regime  of  authority  and  compulsion  rather  than 
going  forward  toward  a  regime  of  voluntary  agreement  among 
free  citizens. 

II 

Lest  the  foregoing  be  interpreted  as  a  general,  undiscriminating 
advocacy  of  a  laissez-faire  policy,  I  hasten  to  disclaim  any 
such  intention.  Competition  is  only  one  among  a  number  of  methods 
of  holding  the  individual  to  some  kind  of  standard  of  perform- 
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ance,  but  among  all  those  methods  it  is,  in  a  certain  class  of  cases, 
the  most  satisfactory  and  efficient.  No  individual  is  good  enou^, 
wise  enough,  industrious  enough,  or  public-spirited  enough,  to  be 
left  entirely  to  himself  to  decide  how  much  service  or  how  good 
service  he  shall  render,  and  how  much  service  or  how  high  a  price 
he  shall  exact  in  return.  The  man  who  imagines  that  he  is  respon- 
sible only  to  God  is  pretty  certain  to  be  the  servant  of  the  devil. 
How  to  enforce  responsibility  to  his  fellow  men  is  the  largest  ques- 
tion in  the  whole  field  of  social  control.  The  question  of  price  fix- 
ing by  government  authority  as  against  price  determination  by 
voluntary  adjustment  on  the  open  market,  needs  to  be  discussed, 
not  as  though  it  stood  alone,  but  as  a  part  of  the  larger  problem 
of  enforcing  individual  responsibility,  of  exacting  a  good  service 
from  him  for  others,  and  for  him  from  others. 

The  two  recognized  agencies  for  holding  the  individual  to  a 
standard  of  performance  in  production  or  service  are  his  competi- 
tors and  his  government.  His  competitors  are  all  those  who  offer 
a  product  or  a  service  which  is  an  equivalent  of,  or  an  effective 
substitute  for,  his  own.  His  government,  if  it  is  not  a  mere  ab- 
straction, consists  of  men  or  women  who  have  been  elected  or  ap- 
pointed to  office.  Whether  the  individual  can  be  held  more  effec- 
tively to  a  proper  standard  of  performance  for  a  proper  reward  by 
his  competitors  or  by  the  office  holders  who  are  elected  or  ap- 
pointed over  him,  is  the  real  question.  The  answer  will  depend 
upon  the  circumstances  of  time  and  place. 

If  there  are  real  competitors  present  to  hold  him  in  check,  that 
is,  if  those  to  whom  he  offers  his  product  or  his  service  have  the 
alternative  of  accepting  it  or  another  of  the  same  kind  offered  by 
some  one  else,  there  is  a  very  effective  check  upon  his  rapacity. 
Where  there  is  no  competitor  handy,  that  is,  where  those  to  whom 
he  makes  the  offer  have  no  alternative  but  to  accept  his  terms  or 
do  without  the  product  or  the  service  which  he  offers,  there  is  no 
very  effective  check  upon  his  rapacity,  and  it  may  be  necessary 
to  fall  back  upon  the  office  holder.  Where  there  are  competitors 
handy,  they  provide  a  rather  more  effective  check,  and  at  a 
lower  cost,  than  office  holders  could  provide. 

The  mere  matter  of  cost,  while  not  the  most  important  consid- 
eration, is  one  of  sufficient  importance  to  be  a  decisive  factor  in 
some  cases.  Instead  of  maintaining  a  gang  of  office  holders  to 
hold  the  individual  in  check,  to  enforce  a  high  standard  of  service 
on  his  part,  and  to  limit  the  price  which  he  can  charge,  it  would 
sometimes  be  better  to  set  those  office  holders  to  work  competing 
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with  him.  This  would  compel  him  to  give  good  service  at  moderate 
cost,  and  would,  besides,  add  to  the  total  amoimt  of  service  ren- 
dered. In  case,  however,  there  is  no  possibility  of  setting  them  oi 
any  others  to  work  competing  with  the  rapacious  individual,  this 
remedy  is  not  available,  and  it  may  be  better  to  elect  or  appoint 
them  to  some  office  where  they  can  regulate  him. 

Even  in  the  case  of  a  monopoly,  if  it  supplies  a  luxury  rather 
than  a  necessary,  the  case  of  the  consumer  is  not  so  very  desperate. 
It  is  true  that  his  only  alternative  is  to  take  the  luxury  at  the 
price  offered  or  to  leave  it,  still  his  is  not  a  very  severe  alterna- 
tive. He  ought  not  to  buy  the  luxury  anyway.  If  the  rapacious 
monopolist,  rather  than  the  moral  leader,  is  the  means  of  getting 
the  consumer  to  do  what  he  ought  to  do,  that  is,  to  refrain  from 
consuming  that  which  he  ought  not  to  consume,  I  do  not  know 
that  we  need  to  support  a  lot  of  government  officials  to  suppress 
the  monopolist  in  order  to  enable  the  consumer  to  consume  at  a 
low  price  that  which  he  ought  not  to  consume  at  all.  We  may 
agree  that  the  monopolist  ought  not  to  get  a  high  price  for  some- 
thing which  the  consumer  ought  not  to  buy,  but  price  fixing  does 
not  seem  to  be  the  obvious  or  the  natural  remedy.  Something  at 
least  could  be  said  for  the  prohibition  of  the  luxury  as  against  fix- 
ing its  price. 

Luxuries,  however,  shade  off  into  necessaries.  In  the  case  of 
an  article  which  is  of  the  nature  of  a  necessary,  but  one  whose 
absence  would  make  very  little  difference  to  us,  a  very  delicate 
question  in  the  balance  of  nature  is  presented.  If  the  price  is  too 
high,  we  can  refuse  to  purchase*  it,  with  some  inconvenience  but 
with  no  great  hardship,  either  because  there  are  many  good  sub- 
stitutes, or  because  we  do  not  care  much  for  it  anyway.  In  such 
a  case,  the  price  which  even  a  monopoly  could  charge  would  not  be 
very  much  above  a  just  price.  Let  us  grant  that  there  would  be 
an  element  of  monopoly  profit  in  the  price,  and  that  monopoly 
profit  in  any  form  is  unjust  and  odious.  Nevertheless,  we  would 
have  to  consider  as  rational  beings  whether  it  would  cost  more  to 
pay  the  extra  price  than  to  support  a  group  of  office  holders  to 
repress  the  monopoly  or  fix  the  prices  of  its  product.  A  large 
number  or  office  holders  interfering  with  us  and  exercising  author- 
ity over  us  is  also  undesirable,  not  to  say  odious.  It  is  a  question 
of  the  choice  of  two  evils. 

There  are  cases,  however,  where  the  articles  or  the  services 
offered  for  sale  are  such  obvious  necessaries  that  we  are  almost 
compelled  to  buy  them.    If  they  are  offered  for  sale  by  a  monopoly, 
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and  our  only  alternative  is  to  take  them  at  the  price  offered  or  to 
leave  them,  this  alternative  does  not  provide  us  with  a  real  remedy. 
Monopoly  price  in  such  a  case  becomes  a  means  of  extortion.  One 
of  two  remedies  must  be  provided:  (1)  give  the  buyer  a  real  alter- 
native, that  is,  give  him  an  opportunity  to  buy  the  same  or  an 
equivalent  article  or  service  of  some  one  else — ^in  other  words, 
introduce  competition;  or  (S)  delegate  to  some  office  holder  the 
authority  to  use  force,  or  threaten  to  use  force,  to  compel  the 
monopolist  to  sell  at  a  fair  price. 

The  latter  is  an  expensive  remedy  but  it  may  be  the  only  one.  It 
is  expensive  because  the  office  holder  and  his  staff  are  withdrawn 
from  some  form  of  production.  The  total  production  of  the  na- 
tion is  reduced  by  the  amount  which  would  have  been  produced  if 
the  office  holders  had  remained  at  work.  Again,  the  fact  that  office 
holders  have  the  power  to  fix  prices  and  rates  introduces  a  new 
question  into  politics.  This  sets  a  certain  number  of  men  to  talking 
politics  who  would  otherwise  have  been  doing  other  kinds  of  useful 
work.  More  of  the  national  energy  is  withdrawn  from  production 
and  used  up  in  political  campaigns  than  would  otherwise  have  been 
necessary.  So  much  might  conceivably  be  thus  used  up,  and  the 
national  production  so  much  reduced,  as  to  leave  the  people  less 
able  to  pay  the  reduced  price  than  they  would  have  been  to  pay 
the  higher  price.  This,  however,  is  a  chance  which  we  must  take, 
or  a  cost  which  we  must  bear.  It  is  merely  another  illustration  of 
the  well-known  rule  that  everything  we  get  has  to  be  paid  for. 
We  must  always  compare  the  value  of  a  service,  even  when  per- 
formed by  an  office  holder,  with  the  cost  of  having  it  performed. 

Ill 

The  ideally  just  price  is  one  which  will  secure  a  balance  between 
production  and  consumption.  It  should  be  high  enough  to  induce 
producers  to  produce  as  much  as  consumers  are  willing  to  buy  at 
that  price.  Stated  otherwise,  it  should  be  low  enough  to  induce 
consumers  to  buy  as  much  as  producers  are  willing  to  produce  at 
that  price.  To  fix  a  price  higher  than  this  is  to  induce  produc- 
ers to  produce  more  than  consumers  are  willing  to  buy,  leaving  un- 
sold and  unused  a  part  of  the  produce  of  industry.  To  fix  a  price 
lower  than  the  equilibrium  price  is  to  induce  consumers  to  try 
to  buy  more  than  is  produced,  leaving  some  of  them  with  none 
at  all,  or  offering  a  price  for  something  which  they  can  not  get  at 
any  price.  An  equilibrium  price  is  the  price  which  a  price-fixing 
board  would  be  compelled  to  seek.    To  fix  any  other  price  would 
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either  leave  some  producers  with  a  product  on  their  hands  which 
they  could  not  sell,  or  prevent  some  consumers  from  getting  some* 
thing  for  which  they  were  perfectly  willing  and  able  to  pay.  To 
prevent  the  first  result,  the  board  would  have  to  be  prepared  to 
buy  the  surplus  product  of  the  producers.  To  prevent  the  second, 
it  would  have  to  be  prepared  to  ration  the  consumers. 

This  equilibrium  price  which  balances  marginal  utilities  and 
marginal  costs  is  the  ideally  just  price  because  it  is  the  price 
which  secures  for  the  whole  community,  made  up  alike  of  producers 
and  consumers,  the  maximum  surplus  of  utility  over  the  disutility 
or  cost.  Any  other  price  would  perceptibly  reduce  this  surplus,  as 
could  be  easily  illustrated  by  the  use  of  the  well-known  utility 
and  cost  curves  if  such  illustration  were  needed.  This  equilibrium 
price  is  precisely  the  price  which  competition  on  a  free  and  open 
market  tends  to  establish.  If  the  price  is  so  high  that  consumers 
will  not  buy  the  whole  product,  those  producers  who  are  in  danger 
of  having  their  products  left  on  their  hands  will  cut  the  price. 
If  it  is  so  low  that  consumers  will  try  to  buy  more  than  there  is 
to  be  had,  some  of  them  are  certain  to  bid  higher.  An  equilibrium 
price  is  not  only  the  theoretically  just  price;  it  is  the  price  which 
tends  to  establish  itself  on  the  free  and  open  market. 

A  price-fixing  board  must  either  fix  the  same  price  as  would  be 
established  by  the  forces  of  the  market,  in  which  case  its  work 
would  be  superfluous,  or  it  must  fix  a  different  price.  If  it  fixes 
a  different  price  it  will  be  wrong  unless  it  can  show  that  the  market 
is  not  free  and  open  and  that  therefore  the  equilibrium  price  could 
not  be  established  without  its  intervention.  To  the  objection  that 
markets  are  seldom  perfectly  adjusted,  the  reply  may  be  made 
that  price-fixing  boards  are  seldom  omniscient,  and  those  that  are 
omniscient  are  seldom  perfectly  free  from  bias,  prejudice,  or  sel- 
fishness. Unless  it  can  be  shown  that  the  competitive  processes  are 
interfered  with  so  as  to  prevent  individuals  from  producing  a 
given  commodity  and  seeking  the  price  which  is  offered  for  it,  we 
must  assume  that  the  price  will  tend  toward  the  just  level.  That 
is,  if  it  is  temporarily  too  high,  or  higher  than  necessary  to  induce 
a  sufficient  production,  it  will  attract  other  producers,  increase 
the  supply  and  force  the  price  downward.  If  it  is  not  high 
enough,  it  will  discourage  production,  reduce  the  supply,  and 
force  the  price  upward.  No  price-fixing  board,  even  if  endowed 
with  omniscience,  could  possibly  improve  upon  this  as  a  method  of 
price  fixing.  There  is  danger  that  it  may  think  that  it  can,  in 
which  case  it  is  absolutely  certain  to  make  a  nuisance  of  itself. 


PRICE-FIXING  POLICIES  OF  THE  FOOD  ADMINISTRA- 
TION 

By  Lewis  Cecil  Gray 
George  Peahody  CoUege  lor  Teachers 

The  short  career  of  the  Food  Administration  has  resulted  in 
revolutionizing^  at  least  temporarily,  the  methods  of  marketing 
food  products  in  the  United  States.  Perhaps  few  economists  who 
have  not  followed  the  bewildering  succession  of  regulations,  rul- 
ings, amendments,  and  substitutions  which  have  succeeded  one  an- 
other from  day  to  day,  realize  what  a  profound  transformation 
has  been  worked  in  the  nation's  methods  of  carrying  on  the  great 
business  of  food  distribution.  The  price-fixing  policies  of  the 
Food  Administration  have  constituted  striking  experiments  in  a 
field  heretofore  confined  largely  to  theory.^ 

At  the  outset  it  is  important  to  make  a  distinction  between 
basic  price  fixing  and  the  regulation  of  prices  by  the  control  of 
margins.  By  the  former  is  meant  the  actual  fixing  of  price  at 
any  point  in  the  line  of  distribution.  Such  a  policy  has  a  funda- 
mental influence  on  the  prices  for  which  the  commodity  will  be 
bought  and  sold  at  the  various  steps  both  preceding  and  succeed- 
ing the  point  at  which  price  control  is  exercised.  It  is  also  clear 
that  it  tends  to  suspend  to  a  considerable  degree  the  influence  of 
supply  and  demand  on  price,  though  not  suspending  the  influence 
of  price  on  supply  and  demand — a  suspension  that  will  be  abso- 
lute at  the  point  of  price  fixation,  becoming  less  influential  as  the 
transaction  is  farther  removed  in  the  line  of  distribution  from 
that  point. 

It  is  clear  that  merely  fixing  maximum  margins  for  the  several 
dealers  who  engage  in  the  work  of  distribution  may  exercise  some 
influence  on  the  prices  at  which  the  product  will  be  sold  at  the 
several  stages  of  its  movement;  but  the  effect  of  this  influence  in 
restricting  supply  and  demand  ordinarily  will  be  less  weighty  than 
that  of  basic  price  fixing. 

Only  in  regard  to  a  few  classes  of  commodities  has  the  Food 
Administration  attempted  to  fix  basic  prices  which  suspend  the 

iThe  writer  has  had  considerable  opportunity  to  follow  the  devdopment  of 
the  price-fixing  policies  of  the  Food  Administration  and,  locally,  at  least,  to 
observe  some  of  their  consequences.  He  has  been  Chairman  of  the  Price-In- 
terpreting Board  for  the  city  of  Nashville  and  has  had  charge  of  this  woric 
for  Tennessee. 
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direct  Influence  of  supply  and  demand  on  prices.  Although  the 
last  mentioned  kind  of  policy  may  be  regarded  as  exceptional, 
rather  than  characteristic,  in  relation  to  the  general  aims  of  the 
Food  Administration,  it  has  attracted  more  attention  and  is  bet- 
ter understood  by  the  public  than  the  more  generally  employed, 
though  less  radical,  policy  of  controlling  margins.  Therefore, 
with  the  exception  of  a  brief  summary  of  the  policy  of  basic  price 
fixing,  the  greater  part  of  the  descriptive  portion  of  this  paper  is 
devoted  to  the  policies  regulating  margins. 

Basic  Price  Fixing 

Wheat  is  the  only  commodity  of  which  the  basic  price  has  been 
determined  absolutely  and  arbitrarily  by  government  authority, 
although  in  several  other  instances,  hereafter  considered,  basic 
prices  have  been  established  by  agreements  effected  by  the  Food 
Administration  with  various  agencies  of  production. 

This  exceptional  policy  with  regard  to  wheat  was  especially 
provided  for  by  Congress  in  the  Food  Control  Act,  the  require- 
ments of  which  are  sufficiently  familiar.  In  accordance  with  this 
enactment,  the  President,  acting  on  the  recommendation  of  the 
Food  Administration,  proclaimed  a  minimum  price  of  $2.20  for 
number  one  northern  wheat,  Chicago  basis.  On  this  basic  price  a 
series  of  differentials  was  worked  out  for  the  various  classes  and 
grades  and  for  the  different  primary  and  distributive  centers  of 
the  United  States.  These  prices  have  been  extended  to  local  mar- 
kets by  the  subtraction  or  addition  of  the  cost  of  shipment  to  or 
from  the  nearest  large  center,  according  to  whether  the  locality 
is  a  surplus  market  or  a  deficit  market  for  wheat.^ 

One  important  aspect  of  the  policy  has  been  that  although  de- 
signed originally  to  establish  only  a  minimum  price,  it  has  actu- 
ally resulted  in  the  establishment  of  both  a  minimum  and  a  maxi- 
mum price,  which  are  the  same — that  is,  a  practically  invariable 
price.  The  necessity  for  this  has  arisen  partly  from  the  determi- 
nation to  prevent  profiteering  and  partly  from  the  fact  that  the 
complicated  series  of  regulations  with  respect  to  the  prices  of 
wheat  and  the  products  thereof  throughout  the  various  stages  of 
progress  from  producer  to  consumer  made  changes  in  the  basic 
price  difficult.  For,  not  only  has  the  Food  Administration  speci- 
fied the  exact  margins  that  may  be  received  by  millers  and  dealers 

*  The  basic  price  was  subsequently  changed  to  $9.96  on  account  of  increase  of 
freight  rates,  but  in  spite  of  continual  political  pressure,  no  further  increase 
has  been  conceded. 
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for  every  important  service  in  the  manufacture  and  distribution 
of  the  several  wheat  products  under  various  circumstances,  but 
in  the  application  of  these  regulations  it  has  been  the  policy  of 
the  Administration  to  work  out  fair  price  schedules  for  each  mill. 

This  price  stability  has  been  accomplished  in  several  ways — 
partly  by  the  judicial  exercise  of  the  enormous  purchasing 
power  of  the  Grain  Corporation ;  partly  by  requesting  the  millers 
not  to  pay  more  than  the  minimum  price  for  grain,  at  the  same 
time  agreeing  to  rebuy  from  the  millers  at  a  fair  price  all  grain 
held  by  them  in  the  event  that  the  market  was  flooded  by  imports 
after  the  close  of  the  wa^r/ 

As  already  noted,  the  policy  of  basic  price  fixing  has  been  ex- 
tended beyond  the  specific  authorization  by  Congress — but  un- 
doubtedly in  conformity  with  the  spirit  of  the  Food  Control  Act — 
by  the  policy  of  agreements  effected  by  the  Food  Administration 
with  producers. 

In  the  case  of  sugar,  the  government  had  little  power  to  fix 
prices  to  the  producer  of  the  raw  commodity,  for  a  large  part  of 
the  domestic  supply  is  obtained  by  importation,  and  prices  for 
the  domestic  product  are  largely  based  on  the  price  of  the  portion 
of  the  supply  which  is  imported.^  However,  although  the  ar- 
rangements with  the  beet  sugar  factories,  the  Cuban  and  Louisi- 
ana sugar  factories,  and  the  sugar  refiners  have  been  made  mat- 
ters of  agreement,  the  Food  Administration  has  the  power  to  regu- 
late the  margin  received  for  manufacture  except  in  the  case  of 
the  foreign  establishments. 

These  agreements  have  resulted  approximately  in  fixing  the 
farm  prices,  for  the  prices  paid  farmers  for  sugar  beets  and  for 
sugar  cane  are  largely  dependent  on  the  mill  price  of  raw  sugars 
although  the  relation  is  more  direct  in  the  case  of  sugar  cane, 
so  far  as  American  producers  are  concerned.' 

After  the  base  prices  for  the  raw  product  were  determined,  the 
Administration  was  free  to  control  the  prices  asked  by  refiners  and 
subsequent  dealers  by  virtue  of  the  authority  to  prevent  excessive 

s  ** America's  Grain  Trade,"  address  delivered  by  Herbert  Hoover  at  the 
conference  of  representatives  of  the  grain  trade  of  the  United  States  with  the 
Food  Administration  Grain  Corporation,  New  York,  April  90  to  May  1,  1S1& 

«The  details  of  the  agreements  concerning  sugar  were  so  folly  set  forth  by 
Professor  Roy  G.  Blalcey  in  a  recent  article  that  the  present  writer  considers 
it  unnecessary  to  repeat  them.    See  Quart$rly  JourfuU  of  Beonomies,  Aiig^  1918. 

BQn  account  of  the  fact  that  contracts  for  the  purchase  of  cane  are  based 
on  a  sliding  scale  varying  directly  with  the  price  of  sugar. 
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margins  of  profit.  The  result  of  the  exercise  of  these  powers  has 
been  the  same  as  in  the  case  of  wheat.  Practically  unvarying 
prices  have  been  established  with  differentials  for  costs  of  trans- 
portation from  refinery  or  import  centers  to  different  centers  of 
distribution,  and  fixed  margins  of  profits  for  the  various  dealers 
in  the  trade.  These  prices  have  been  changed  only  under  authori- 
zation of  the  Food  Administration.  In  consequence  the  retail 
price  of  sugar  throughout  the  United  States  during  the  past  year 
has  been  established  at  about  9  to  10  cents  a  pound,  a  price  that 
has  not  been  seriously  affected  by  the  extreme  variations  in  supply 
that  have  occurred  during  that  period. 

A  further  extension  of  the  policy  of  price-fixing  by  agreement 
has  recently  been  made  in  respect  to  certain  packing-house  pro- 
ducts. On  August  16,  1918,  the  Food  Administration  held  a  con- 
ference with  some  forty  packers  who  receive  allotments  of  gov- 
ernment export  business.  A  schedule  of  prices  for  hams,  bacon, 
and  lard  was  agreed  upon.  Since  the  important  packers  of  the 
country  are  included  in  the  agreement,  it  is  certain  that  the  agreed 
prices  will  at  least  constitute  a  maximum  which  may  not  be  ex- 
ceeded by  other  packers.^ 

The  effect  of  these  agreements  for  the  fixing  of  prices  on  manu- 
factured food  products  is  indirectly  and  within  broad  limits  to 
determine  prices  paid  to  farmers — as,  for  instance,  the  prices  of 
sugar  beets  and  hogs.  In  the  case  of  rice,  however,  the  Adminis- 
tration has  gone  one  step  farther  and  effected  an  agreement  as  to 
the  prices  to  be  paid  by  rice  mills  to  farmers.  A  less  extreme 
proceeding  is  the  agreements  concerning  the  prices  of  prunes  and 
raisins  effected  with  the  growers'  organizations. 

The  Control  of  Dealers*  Margins 

The  regulation  of  dealers'  margins  is  based  on  the  clause  in 
section  four  of  the  Food  Control  Act  whereby  it  is  declared  un- 
lawful to  ''make  any  unjust  or  unreasonable  rate  or  charge." 
The  Food  Administration  has  amplified  this  dictum  by  forbid- 
ding licensees  to  impose  any  "unjust,  exorbitant,  unreasonable, 

•  Circular  letter  6-H-816,  August  33,  1918.  This  arrangement  has  been  re- 
voked since  the  present  paper  was  prepared. 

Temporary  agreements  have  also  been  effected  with  large  dealers  in  cold 
storage  eggs  and  poultry.  Such  an  agreement  effective  in  the  large  centers 
of  distribution  was  arranged  to  continue  until  the  spring  of  1918.  W.  F.  Gep- 
harty  ''Perishable  Produce  under  Food  Regulation,"  Qwirterly  Journal  of  Eco- 
nomies, Aug.,  1918,  p.  635. 
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discriminatoryy  or  unfair  commission,  prc^t,  or  storage  charge."^ 

A  considerable  body  of  rules,  both  general  and  specific,  for 
the  definition  of  fair  margin  has  been  developed.  These  rules  are 
unique  both  in  their  character  and  effect. 

The  genered  principle  first  adopted  was  that  a  margin  is  limited 
to  a  ^treasonable  advance  over  the  actual  purchase  price  of  the 
particular  goods  sold  without  regard  to  market  or  replacement 
value."^  This  rule  was  subsequently  modified  so  that  ^purchase 
price"  read  ^^average  purchase  price  of  all  lots  of  the  same  grade 
and  size  of  the  same  commodity  in  his  possession  or  invoiced  to 
him,  not  contracted  to  be  sold."*  This  modification  has  to  do 
with  the  determination  of  the  basic  price  to  which  the  '^reasonable 
margin  is  to  be  added." 

Considerable  progress  has  been  made  in  determining  the  mean- 
ing of  the  "average  purchase  price.*'  "Purchase  price"  is  not 
used  in  the  literal  sense  of  the  net  invoice  price  of  the  goods,  but 
includes  freight  to  the  public  railway  terminal  in  the  dealer's  own 
town.  When  the  dealer  operates  several  branches,  the  "purchase 
price"  must  be  figured  separately  for  each  branch.^*  For  butter, 
eggs,  and  poultry,  when  placed  in  cold  storage,  the  "purchase 
price,"  or  cost,  includes  original  buying  price,  transportation 
charges,  storage  charges,  insurance  charges,  interest  on  the  money 
invested  at  the  current  rates,  during  the  period  of  storage,  and 
actual  cost  of  printing  when  butter  is  put  in  print  form  from 
tubs  or  cubes.^^ 

Since  it  is  clearly  impossible  for  the  dealer  to  calculate  sepa- 
rately the  purchase  price  of  each  particular  lot  of  goods  added 
to  his  stock  and  keep  the  same  distinct  as  a  basis  of  determining 
fair  prices,  he  is  allowed  the  alternative  of  averaging  the  •'pur- 
chase  price"  of  all  goods  of  the  same  kind  and  grade.  In  the  case 
of  cold  storage  commodities  only  the  goods  placed  in  storage 
during  a  period  of  one  month  may  be  averaged.  It  is  left  op- 
tional with  the  dealer  whether  he  shall  average  the  "purchase 
price"  of  different  brands  that  are  of  the  same  grade  and  size.^' 

7  General  License  Regulations,  I-A-5. 

^Maximtnn  Margins  on  Sales  by  Wholesalers  to  (I)  BetaiUrs,  {2)  Importers 
of  Beans  and  Peas,  (3)  Merchandise  Brokers,  April  6,  1918. 

9  Special  License  Regulations,  XI-A-S. 

^0  Special  License  Regulations,  XI-A-5-Note,  and  XI-A-^  a. 

ii  Special  Rules  and  Regulations  Governing  Dealers  m  Cold  Storage  Bggs 
and  Frozen  Poultry,  effective  March  i,  1918;  Special  BeguUitions  Qo^srmimg 
Manufacturers,  Dealers,  Brokers,  and  Commission  Merchants  m  ButUr,  July 
19,  1918. 

12  Special  License  Regulations,  XI-A-5-and  note. 
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In  effecting  the  average,  the  "purchase  price"  of  each  lot  bought 
is  weighted  according  to  the  quantity,  and  the  average  purchase 
price  of  all  goods  on  hand,  weighted  according  to  the  quantity, 
is  averaged  with  the  purchase  price  of  new  lots  similarly  weighted. 

It  will  be  obvious  that  so  long  as  the  average  is  honestly  ef- 
fected it  can  not  be  used  to  increase  the  dealer's  margin  of  profit 
provided  the  dealer  observes  the  rules  respecting  the  margin  of 
profit.  If,  for  instance,  his  margin  per  barrel  is  50  cents,  he 
would  make  the  same  gross  profit  whether  he  averaged  or  did  not 
average  the  several  lots.  However,  averaging  will  affect  the  level 
of  price  at  which  he  sells,  and  his  decision  to  average  or  not  to 
average  is  likely  to  be  determined  by  the  state  of  the  market  and 
the  policy  of  his  competitors.  However,  in  the  case  of  butter, 
eggs,  and  poultry  placed  in  cold  storage,  if  the  dealer  averages 
any  of  the  commodity  put  in  cold  storage  during  a  given  month, 
he  must  average  all  of  the  commodity  placed  in  storage  during 
that  month.^* 

When  no  specific  margin  has  been  laid  down  by  the  Food  Ad- 
ministration, the  standard  of  reasonableness  is  the  profit  which 
the  "dealer  customarily  enjoyed  on  the  same  commodity  in  the 
prewar  period  on  an  even  market  under  freely  competitive  condi- 
tions."" Indeed,  in  theory  this  standard  is  applicable  even  when 
the  maximum  is  specified.  It  was  expressly  stated  that  even  the 
maximum  margins  specified  by  the  Food  Administration  should  be 
regarded  as  "guides  only,"  and  should  not  be  considered  to  limit 
the  general  principle  that  the  advance  must  be  reasonable  in  re- 
lation to  the  customary  prewar  profit  of  the  individual.  In  the 
very  next  sentence,  however,  it  is  asserted  that  "high  margins, 
even  if  customary  during  prewar  period,  are  not  justifiable  now."^" 

The  confusion  is  evident.  If  the  reasonable  margin  is  the  cus- 
tomary margin  enjoyed  by  the  particular  individual  in  the  pre- 
war period,  but  an  unreasonable  margin  in  the  prewar  period  may 
not  be  taken  as  a  point  of  departure,  we  are  thrown  back  on  the 
problem  of  determining  what  was  reasonable  in  the  prewar  period. 
In  the  next  paragraph  of  the  same  document  from  which  the 
above  excerpts  are  quoted,  an  attempt  is  made  to  meet  this  difii- 
culty  by  the  assertion  that  "the  reasonable  margin  for  any  par- 
ticular dealer  depends  upon  his  cost  of  operation."  Cost  of  oper- 
as ^p^cuil  License  Regulations,  XX;  Special  Regulations  Governing  Whole- 
salers, Retailers,  and  All  Other  Dealers  in  Cold  Storage  Eggs,  July  23,  1918. 

14  Maximum  Margins  on  Sales  by  Wholesalers  to  Retailers,  etc,  April  6,  1918. 

15  Ibid. 
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ation  refers  not  to  the  general  cost  of  operation  but  to  the  costs 
assignable  to  the  sale  of  the  particular  class  of  commodity* 
Moreover,  it  undoubtedly  indicates  present  cost,  and  not  cost 
in  the  prewar  period. 

It  will  be  clear  that  only  a  little  progress  has  been  made  in  de- 
termining what  is  a  reasonable  margin,  for,  assuming  that  the 
costs  of  operation  have  been  properly  allocated  to  the  particular 
class  of  commodity  under  consideration — ^a  difficult  accounting 
problem  and  one  which  the  Food  Administration  has  frankly  re- 
frained from  undertaking^* — ^no  criterion  has  been  furnished  by 
which  to  determine  how  much  net  profit  the  dealer  should  be  al- 
lowed on  the  particular  commodity. 

There  are  evidences  that  it  was  intended  to  use  the  total  net 
profit  of  the  business  in  relation  to  the  net  profit  for  the  prewar 
business  as  a  means  of  deciding  the  question  of  '^reasonable  ad- 
vances.'' In  fact,  the  monthly  reports  which  licensees  were  re- 
quired to  make  until  May  1,  1918,  included  the  data  necessary  to 
determine  the  actual  net  profit  of  the  business  as  a  whole,  as  well 
as  the  margins  on  specific  lots  of  commodities  sold.  It  is  appar- 
ent, however,  that  this  would  be  a  difficult  standard  to  apply,  and 
it  is  certain  that  little  eiFort  was  made  to  apply  it.  So  far  as  the 
writer  knows,  the  expression  "prewar  period"  has  not  been  specifi- 
cally interpreted.  We  do  not  know  whether  it  refers  to  a  single 
year  or  a  group  of  years.  If  a  business  was  operated  at  a  loss  in 
the  prewar  period,  there  is  no  reason  why  its  losses  should  be 
perpetuated.  On  the  other  hand,  as  we  have  noted,  the  Food  Ad- 
ministration has  specifically  declared  that  "high  margins,  even  if 
customary  during  the  prewar  period,  are  not  justifiable  now." 

The  preceding  analysis  of  the  theoretical  standards  of  fair 
price  developed  by  the  Food  Administration  may  suggest  a  vacil- 
lating and  confused  mode  of  application.  As  a  matter  of  fact, 
however,  this  has  not  been  true.  The  accuracy  of  definition  and 
definiteness  of  formulation  requisite  for  rate  regulation  in  peace 
times  under  the  constant  tests  of  the  courts  have  not  been  neces- 

xa ''Neither,  the  Food  Administration  nor  any  other  branch  of  the  govern- 
ment has  prescribed  uniform  cost  accounting  systems  for  either  wholesale  or 
retail  food  distributors.  The  government  has  not,  therefore,  indicated  how  the 
licensee,  in  dealing  with  a  commodity  covered  by  the  reasonable  profit  rule, 
shall  dispose  of  cartage,  interest,  or  other  special  charges;  but  it  does  ex- 
pressly forbid  the  employment  of  such  charges  with  the  purpose,  or  with  the 
effect,  of  increasing  the  licensee's  profit  above  his  own  reasonable  prewar 
leveL"    Special  License  Re ffulationa,  XI-A-5-Note. 
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sary  during  the  present  emergency.  On  the  one  hand,  there  has 
been  little  disposition  on  the  part  of  dealers  to  dispute  the  poli- 
cies and  decisions  of  the  Administration;  on  the  other  hand,  the 
Administration  has  been  liberal  in  the  enforcement  of  its  policies. 
.In  general,  it  has  been  found  imi>ossible  to  deal  with  each  indi- 
vidual on  the  basis  of  the  status  of  his  present  business  in  rela- 
tion to  the  prewar  business.  As  a  matter  of  fact,  it  appears  that 
the  Washington  authorities  were  swamped  with  the  monthly  re- 
ports, and  found  it  impossible  to  give  them  all  the  minute  exami- 
nation that  was  requisite  to  apply  closely  the  theoretical  standard 
of  fair  profit,  not  to  mention  the  even  greater  difficulty  of  de- 
termining the  prewar  status  of  the  business.  Indeed,  the  con- 
gestion became  so  great  that  after  May  1,  1918,  the  Administra- 
tion abandoned  the  policy  of  requiring  the  detailed  monthly  re- 
ports from  licensees.^^ 

As  a  matter  of  fact,  the  Food  Administration  has  developed 
specific  maximum  margins  for  the  majority  of  the  licensed  com- 
modities. These  margins  are  determined  largely  according  to  the 
prewar  standards  customary  in  the  trade.  Little  effort  appears 
to  have  been  made  to  compel  the  individual  dealer  to  sell  at  a 
margin  less  than  the  maximum  specific  margin,  irrespective  of  the 
relation  of  his  present  profits  to  his  prewar  profits.  lii  general, 
only  failure  to  abide  by  this  maximum  has  been  considered  as 
'^rima  facie  evidence"  of  a  violation  of  the  regulation  governing 
fair  profits.  Consequently  the  regulations,  as  enforced,  are  not 
based  on  the  net  profit  of  the  sale  of  a  particular  class  of  goods 
by  the  individual  dealer,  and  they  have  an  even  more  remote  re- 
lationship to  the  net  profit  of  the  individual  business  as  a  whole. 

With  a  few  exceptions,  specific  margins  for  each  class  of  whole- 
sale dealer  have  been  developed  for  wholesale  dealers  in  practically 
all  kinds  of  food  commodities.  Among  the  exceptions  are  fresh 
vegetables  and  fruits,  live  poultry,  fresh  meats,  and  fresh  eggs. 
Margins  have  been  fixed  for  dressed  poultry,  eggs,  and  butter,  in 
cold  storage,  and,  by  a  recent  ruling,  for  fresh  butter.  Manufac- 
turers' margins  also  have  been  fixed  in  the  case  of  a  number  of 
important  commodities,  including  the  principal  mill  products  and 
sugar.  Cold  storage  warehousemen  are  required  to  report  their 
rates  for  storage  to  the  Food  Administration,  and  changes  can 
be  made  only  by  obtaining  the  consent  of  the  authorities. 

The  Food  Administration  looks  askance  at  discrimination  in 

17  Circular  letter,  6-H-612,  June  19,  1018. 
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price  as  between  individual  customers.  Usually,  when  maximum 
margins  are  specified,  no  distinction  is  made  between  credit  and 
cash  sales.  Even  when  the  reason  for  discrimination  is  due  to 
the  size  of  the  order,  discrimination  is  likely  to  be  regarded  as 
unreasonable.  However,  such  discrimination  is  permitted  in  the 
case  of  some  commodities.  Thus,  on  mill  products  the  margin 
varies  according  to  whether  the  sede  is  in  car  lots,  ton  lots  but 
less  than  car  lots,  or  less  than  ton  lots.  It  is  probable  that  this 
makes  possible  considerable  evasion  through  breaking  up  large 
orders  into  small  units.  For  non-perishable  groceries  there  is 
usually  no  variation  in  margin  according  to  the  amount  sold,  ex- 
cept that  when  original  packages  are  broken  the  licensee  is  al- 
lowed the  actual  cost  of  repacking,  not  exceeding  5  per  cent.^^ 

The  fixing  of  maximum  margins  would  be  of  no  effect  as  a  regu- 
lative measure  if  dealers  were  left  free  to  buy  and  sell  the  same 
commodity  as  many  times  as  they  pleased,  for  it  would  be  ea^y  to 
gain  the  speculative  advantages  of  a  rising  market  by  selling  to 
a  colleague  or  confederate,  or  by  selling  and  repurchasing  at  the 
selling  price  for  subsequent  resale.  The  Food  Administration  has 
attempted  to  prevent  this  evasion  of  its  maximum  margins  by  a 
series  of  regulations  based  on  the  cardinal  principle  that  com- 
modities must  be  kept  ^^moving  to  the  consiuner  in  as  direct  a  line 
as  practicable  and  without  unreasonable  delay."^* 

However,  there  are  a  number  of  circumstances  under  which  it  is 
necessary  for  one  distributor  to  resell  to  another  dealer  of  the 
same  rank  in  the  line  of  distribution.  The  main  principles  in- 
volved in  this  aspect  of  food  control  may  be  illustrated  by  the 
general  rules  governing  resales  of  non-perishable  groceries.'®  The 
Food  Administration  recognizes  several  kinds  of  transactions  in 
which  a  resale  may  result  in  a  total  margin  of  profit  for  both 
sales  exceeding  the  maximum  allowed  for  one  sale.  For  example, 
a  wholesaler  who  buys  in  carload  lots  may  distribute  the  same 
among  other  wholesalers  who  for  some  good  reason  are  unable  to 
buy  direct  from  the  source  of  supply  or  who  can  not  purchase  in 
carload  lots.  The  same  privilege  is  granted  a  wholesaler  who  en- 
joys special  or  exclusive  privileges  of  cold-storage  warehousing. 
Likewise,  a  wholesaler  may  sell  surplus  stocks  of  goods  bought 
in  good  faith  for  the  service  of  his  trade,  which  he  has  been  un- 

18  Special  Regulations,  XI-A-5,  Note. 

IB  Special  License  Regulations,  XI-A-^,  Note. 

20  Excluding  sugar  and  mill  products. 
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able  to  dispose  of,  the  fact  that  he  has  warehoused  the  goods  be- 
ing an  evidence  of  good  faith.  In  all  the  above  cases  the  first 
seller  is  permitted  not  more  than  one-half  the  maximum  margin 
allowed  for  a  single  sale  direct  to  retailers,  while  the  second  seller 
can  add  only  the  lowest  of  the  margins  allowed  for  that  particu- 
lar commodity.  Only  one  such  resale  is  permitted.  The  second 
seller  must  dispose  of  his  goods  to  the  retailer  or  consiuners.  Ac- 
commodation sales  among  dealers,  known  in  the  trade  as  ^^pick- 
ups,'^  are  permitted  provided  the  two  parties  divide  the  usual 
margin  allowed  for  a  single  sale.^^ 

Likewise,  regulations  have  been  developed  to  prevent  the  taking 
of  excessive  margins  by  short-circuiting  in  the  regular  line  of  dis- 
tribution while  retaining  the  regular  margins  allowed,  or  by  com- 
bination sales — ^that  is,  selling  two  or  more  commodities  at  a  lump 
price.'^ 

Control  of  Retail  Prices 

In  November,  1917,  the  Food  Administration  inaugurated  the 
policy  of  establishing  "price-interpreting  boards"  in  the  principal 
centers  of  population.  In  May,  1918,  the  plan  was  enlarged  with 
the  view  of  establishing  a  price-interpreting  board  in  each  county 
of  the  United  States.  The  boards  are  composed  of  representa- 
tives from  wholesalers,  retailers,  and  consumers.^'  In  some  states 
the  organization  is  much  more  complete  than  in  others. 

The  list  of  fair  maximum  prices  thus  determined  is  published 
weekly  in  local  papers.  It  is  also  reported  to  Washington  and 
to  state  headquarters.  It  is  customary  to  quote  prices  that  re- 
tailers must  pay  to  wholesalers,  as  well  as  the  prides  to  consumers. 
Because  of  the  rapid  spread  of  "cash  and  carry"  stores,  it  is 
generally  necessary  to  publish  two  sets  of  retail  prices. 

The  Food  Administration  has  sent  to  the  chairman  of  local 
boards  a  list  of  retail  price  margins.  These  margins,  however, 
serve  merely  as  a  guide  for  the  local  board.  The  latter  is  in- 
structed not  to  exceed  the  maximum  margin  except  when  the  cir- 
cumstances are  unusual,  and  not  at  all  in  the  case  of  bread,  butter, 
flour,  sugar,  and  eggs. 

*i  Special  lAcente  Regulations,  XI-A-5-Note,  continued,  (9). 

^'^  Special  Bulee  and  Regulations  Ooveming  Dealers  in  Cold  Storage  and 
Frozen  Poultry,  effective  March  9,  1918. 

General  License  Regulations,  1-A-^  (a).  Exception  is  made  for  combina- 
tion sales  of  substitutes  for  wheat  flour. 

S3  Circular  Letter  6-H-599,  May  17,  1918. 


S6S  American  Economic  Association 

Legally  the  price-interpreting  boards  have  no  power  to  fix 
prices,  for,  with  exception  of  those  commodities  for  which  basic 
prices  have  been  determined  by  law  or  by  agreement,  the  Food 
Administration's  power  over  prices  does  not  extend  beyond  the 
determination  and  interpretation  of  reasonable  margins  of  profit 
for  food  manufacturers  and  dealers.  If  price-interpreting  boards 
could  fix  retail  prices,  this  would  substantially  amount  to  the 
fixing  of  wholesale  prices,  and,  within  narrower  limits,  would 
largely  control  the  prices  of  farm  products  used  for  food.  At 
most,  the  price-interpreting  boards  merely  determine  what  prices 
are  to  be  regarded  as  fair  under  existing  local  conditions.  If 
a  dealer  exceeds  the  prices  so  determined,  this  may  constitute  a 
presumption  of  imfairness  which  will  justify  investigation. 

As  a  matter  of  fact,  the  determination  of  prices  by  price-in- 
terpreting boards  has  had  the  approximate  effect  of  fixing  max- 
imiun  prices,  for  local  food  administrators  frequently  regard  the, 
infraction  of  the  published  prices  as  evidence  of  unfairness. 

Results  and  Conclusions 

It  is  perhaps  too  early  to  attempt  a  conclusive  statement  of 
the  results  of  the  price-fixing  policies  outlined  above.  •  However, 
some  of  the  results  of  the  policy  are  now  apparent,  and  the  writer 
ventures  to  combine  these  facts  with  certain  a  priori  observations. 

In  the  first  place,  the  experience  of  the  Food  Administration 
appears  to  indicate  that  effective  government  control  of  com- 
petitive prices  of  products  of  wide  consumption  is  not  only  en- 
tirely possible,  but  subject  to  difficulties  less  formidable  than  econ- 
omists have  generally  believed. 

The  surprising  facility  in  enforcement  of  these  policies  may  be 
attributable  in  part  to  a  united  sentiment  of  patriotism,  further 
strengthened  in  its  effect  by  a  universal  public  condemnation  of 
^^profiteering."  However,  the  real  success  has  been  due  to  the  ex- 
ceptional powers  bestowed  on  the  Food  Administration.  The 
power  to  license  food  manufacturers  and  distributors  has  con- 
ferred practically  autocratic  authority  within  the  purposes  of 
the  law.  As  principal  agency  for  coordinating  purchases  of  food 
for  government  use  and  for  exportation,  the  Administration  has 
occupied  so  preponderant  a  position  in  the  markets  of  the  country 
that  through  its  buying  power  alone  it  has  been  able  to  regulate 
prices,  partly  through  purchases  and  sales  and  partly  through 
using  its  power  of  purchase  to  induce  dealers  to  conform  to  its 
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policies.  Finally,  as  in  its  negotiations  with  Cuban  sugar  pro- 
ducers, the  Administration  has  been  able  to  rely  on  the  interna- 
tional prestige  of  the  government  which  it  represents. 

One  of  the  most  obvious  effects  of  the  policy  of  regulating 
dealers'  margins  is  that  it  suspends  the  tendency  toward  a  single 
price  within  the  market.  It  is  true  that  in  ordinary  times  this 
is  only  a  tendency,  and  from  ignorance,  inertia,  and  other  condi- 
tions, the  prevalence  of  a  single  price,  even  in  wholesale  transac- 
tions, has  not  been  so  general  as  sometimes  may  be  indicated  by 
discussions  of  value  theory. 

Whatever  the  prevalence  of  the  one-price  tendency  in  normal 
times,  it  is  certain  that  the  result  of  the  margining  policy  de- 
scribed above  has  been  to  produce  many  diff*erent  prices  for  the 
same  commodity  in  the  same  market.  Suppose  that  dealer  ^^A" 
bought  rice  at  8  cents  a  pound,  "B"  purchased  at  9  cents,  "C" 
at  7^^  cents,  and  so  on;  ordinarily,  if  the  demand  is  strong 
enough  to  require  the  entire  supply,  the  price  will  tend  to  be  high 
enough  to  enable  '^B"  to  sell  at  a  profit,  the  other  more  fortunate 
dealers  making  a  still  larger  conjunctural  profit.  If  the  market  is 
not  immediately  strong  enough  to  justify  so  high  a  price,  ^^C"  will 
hold  his  fortunate  purchase  until  the  market  advances.  On  the 
contrary,  if  the  market  weakens  the  price  may  be  determined  ac- 
cording to  "C's"  buying  price,  while  his  unfortunate  competitors 
must  suffer  a  speculative  loss.  However,  when  dealers  are  limited 
to  a  maximum  margin,  "C"  can  gain  no  more  than  his  fixed  mar- 
gin by  waiting,  while,  on  the  contrary,  he  risks  a  possible  decline 
on  the  market.  Consequently,  he  will  be  inclined  to  sell  for 
enough  to  enable  him  to  obtain  his  maximum  margin.  His  less 
fortunate  competitors  have  the  option  of  selling  at  less  than  the 
margin — ^possibly  even  at  less  than  cost — or  of  waiting  until  the 
low-price  supply  is  exhausted,  on  the  chance  that  the  market  may 
go  higher. 

It  is  quite  possible  that  the  market  may  decline  still  further. 
In  which  case  the  high-cost  dealers  will  be  even  more  out  of  pocket, 
besides  incurring  the  trouble  and  delay  of  holding.  However, 
during  the  present  emergency  the  general  tendency  of  prices  has 
been  upward.  Consequently  the  normal  situation  in  the  market 
has  been  that  the  fortunate  dealers  who  have  on  hand  a  supply 
purchased  at  a  low  cost  occupy  the  center  of  the  stage  until  the 
supply  is  exhausted,  while  their  competitors  calmly  wait  until  the 
time  when  their  high-cost  supply  may  be  sold  at  a  fair  margin  of 
profit. 
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In  the  fixing  of  retail  prices,  however^  there  is  necessarily  a  re- 
turn to  the  one-price  policy.  Obviously  a  retail  price-interpreting 
board,  confronted  with  a  considerable  variety  of  whosesale  prices 
in  the  same  market,  may  be  puzzled  to  know  what  price  may  be 
regarded  as  the  normal  basis  of  retail  prices.  In  Tennessee  the 
state  food  administration  has  determined  that  the  lowest  cost 
that  will  supply  the  market  for  the  time  being  shall  be  the  basis 
on  which  retail  prices  shall  be  determined.  When  the  low-cost 
supply  is  exhausted,  then  the  price  may  be  increased  to  the  point 
that  will  make  possible  the  sale  of  an  adequate  supply. 

However,  when  the  policy  of  regulating  margins  is  supple- 
mented by  a  policy  of  basic  price  fixing,  the  lack  of  uniformity  in 
wholesale  and  retail  prices  is  considerably  reduced,  for  a  start  is 
made  from  a  uniform  base,  and  a  base  that  fluctuates  at  infrequent 
intervals.    This  has  been  true  of  sugar  and  flour. 

One  result  of  the  margining  policy  is  to  eliminate  the  motive 
for  speculation.  A  dealer  can  gain  no  more  than  his  maximum 
margin  when  the  market  advances,  while  he  must  suffer  a  heavy 
loss  when  the  market  declines.  It  is  doubtful  if  the  Food  Admin- 
istration could  have  maintained  this  policy  of  unlimited  loss  and 
limited  gains  except  in  a  time  like  the  present  when  the  normal 
movement  of  prices  is  upward. 

One  of  the  indirect  consequences  of  the  policy  of  controlling 
margins  is  the  stimulation  of  independence  and  discrimination  in 
buying,  especially  on  the  part  of  retailers.  Since  there  may  be 
many  prices  in  the  market  instead  of  a  uniform  price,  the  dealer 
finds  it  no  longer  profitable  to  buy  always  from  one  or  two  deal- 
ers. The  retailer  who,  on  account  of  poor  credit  or  for  other 
reasons,  must  buy  largely  from  one  jobber  is  indeed  in  a  sorry 
plight.  From  another  standpoint,  however,  it  has  been  true  that 
during  the  present  emergency  there  has  been  less  necessity  for 
care  in  buying.  The  continuous  advance  in  prices  has  assured  the 
dealer  that  sooner  or  later  he  may  expect  to  obtain  the  margin 
allowed  by  the  Food  Administration. 

A  fundamental  problem  of  price  fixing  is  to  determine  the  price 
that  is  just  high  enough  to  call  forth  sufficient  supply  to  meet  de- 
mand. When  a  uniform  price  is  established,  the  price  must  be 
high  enough  to  induce  the  marginal  producer  io  furnish  his  por- 
tion of  the  supply.  Such  a  price  bestows  a  surplus  return  upon 
the  producers  whose  expenses  are  lower  than  the  expenses  of  the 
marginal  producer.    However,  this  merely  results  in  giving  legal 
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sanction  to  surplus  incomes  which  would  normally  exist  under  or- 
dinary conditions  of  competition. 

In  the  determination  of  basic  prices  the  Food  Administration 
has  followed  the  above-mentioned  principle,  striving  to  make  the 
price  high  enough  so  that  production  might  be  in  no  way  dis- 
couraged, even  erring,  if  necessary,  on  the  side  of  liberality.** 
For  instance,  the  prices  of  beet  sugar  and  of  cane  sugar  were  de- 
liberately established  at  the  level  that  would  cover  the  expenses  of 
the  least  efficient  producers,  although  in  the  former  case  the  range 
of  cost  was  from  $4  to  $7  per  ton.** 

For  regulating  prices  charged  by  wholesale  distributors  of  food 
commodities  the  Food  Administration  seized  the  other  horn  of 
the  dilemma  by  abandoning  the  policy  of  uniform  price,  substi- 
tuting the  regulation  of  dealers'  margins,  as  described  above,  in 
order  to  eliminate  excessive  profits.  Even  in  the  regulation  of 
margins,  however,  it  has  been  necessary  to  make  specific  margins 
high  enough  to  cover  the  expenses  of  the  least  efficient  distributors 
— those  with  small  turnover  and  high  operating  expense — besides 
a  fair  amount  over  for  safety.  Consequently  the  writer  has  found 
It  to  be  the  general  opinion  among  dealers  of  his  acquaintance 
that  the  margins  fixed  by  the  Food  Administration  are  very  gen- 
erous. Moreover,  in  the  interpretation  of  retail  prices  the  efficient 
retailer  is  enabled  to  earn  a  considerable  surplus  in  order  that  the 
inefficient  retailer  may  not  be  forced  out  of  business. 

Recently  another  mode  of  escaping  entirely  from  the  well-known 
dilemma  described  above  has  been  employed.  A  Sugar  Equaliza- 
tion Board  has  been  formed  with  a  capital  of  $5,000,000  with  the 
purpose  to  ^^absorb  the  high  peaks  of  cost  in  sugar  production  and 
to  make  a  small  margin  on  the  low  cost  of  certain  foreign  sugars 
which  may  be  purchased  and  thus  secure  an  equalization  of  the 
price  to  the  public  on  a  lower  level  than  will  otherwise  be  pos- 
sible."*^ In  other  words,  the  government  acts  as  an  equalizing 
agency  whereby  price  is  made  uniform,  while  producers,  regard- 
s'However,  the  Food  Administration  has  from  the  first  repudiated  the  idea 
of  high  price  as  an  incentive  to  economy  in  consmnption.  See  Thomas  H. 
Dickinson,  ''A  Year  of  Food  Administration,"  North  Afnsriean  Review,  July, 
1918. 

S8  See  Roy  G.  Blakey,  ''Sugar  Prices  and  Distribution  under  Food  Control," 
loe»  ciL 
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less  of  relative  efficiency,  are  paid  merely  on  the  basis  of  cost  plus 
fair  profit.^^ 

As  a  form  of  governmental  control  of  competitive  prices  this 
method  appears  to  offer  a  means  of  avoiding  the  disadvantages  of 
other  methods  of  price  control  by  making  possible  uniform 
prices  at  lower  levels  than  would  obtain  imder  freely  competitive 
conditions.  The  method  is  clearly  impossible  as  «  means  of  con- 
trolling the  price  of  wheat  and  other  farm  staples,  because  it 
would  be  necessary  to  ascertain  the  individual  costs  of  hundreds 
of  thousands  of  producers.  However,  even  for  such  commodities 
the  method  might  be  used  to  equalize  regional  differential  sur- 
pluses. 

We  now  may  venture  to  consider  dispassionately  the  advantages 
and  disadvantages  of  price  control  as  a  permanent  policy,  in  the 
light  of  our  new  experience. 

One  of  the  immediate  effects  of  price  fixing  in  the  case  of  wheat 
was  to  suspend  speculation  in  futures  on  the  boards  of  trade  at 
the  same  time  that  the  usefulness  of  such  speculation  was  de- 
stroyed. '[Die  principal  economic  functions  of  such  speculation 
have  been  to  provide  a  means  of  hedging  and  to  diminate  extremes 
of  fluctuation  by  discounting  future  changes  in  conditions.*'  The 
stabilization  of  prices  obviously  renders  these  functions  unneces- 
sary. 

It  has  long  been  a  problem  of  deep  concern  how  speculation 
might  be  eliminated  without  losing  its  economic  advantages.  There 
can  be  no  doubt  that  the  general  sentiment  of  the  country  is  over- 
whelmingly against  organized  speculation.  The  average  citizen 
understands  little  of  its  advantages,  and  it  is  not  easy  to  make 
him  comprehend  them.  The  consuming  classes  are  inclined  to 
attribute  a  large  part  of  the  cost  of  living  to  speculation  on  the 
organized  exchanges,  while  the  farmer  is  firmly  convinced  that 
they  absorb  a  large  part  of  his  profit.    Therefore,  the  elimination 

27  President  Van  Hise  recently  suggested  this  method  for  the  regulation  of 
coal  prices.  Comervation  and  Regulation  in  the  United  States  during  the 
World  War,  prepared  for  the  United  States  Food  Administratiim.  Coal  prices 
are  now  based  on  individual  mine  costs  plus  a  fair  profit,  without  attemptiDg 
to  maintain  uniform  price. 

28  It  is  not  conclusively  established  that  the  effect  of  organised  speculation  is 
to  reduce  the  magnitude  of  temporal  price  variations.  Certain  other  advant- 
ages incidentally  facilitated  by  organized  speculation — namely,  elimination  of 
unnatural  price  differentials  between  localities  and  the  creation  of  a  wide, 
sensitive,  and  continuous  market — may  conceivably  be  effected  by  spot  transac- 
tions without  the  aid  of  futures. 
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of  the  more  important  advantages  of  speculation  by  price  stabiliz* 
ation  is  justified,  at  least  in  part,  by  the  very  positive  advantage 
of  allaying  this  long-established  source  of  popular  suspicion  and 
discontent. 

Price  stabilization  undoubtedly  involves  another  positive  eco- 
nomic advantage.  It  is  undoubtedly  true  that  farming  is  an  ex- 
ceedingly precarious  industry,  combining  the  uncertainties  both 
of  the  weather  and  of  prices.  This  precariousness  becomes  more 
apparent  to  the  degree  that  the  industry  develops  from  self-suffi- 
ciency into  commercial  and  capitalistic  farming.  The  elimination 
of  fluctuations  in  price  after  the  crop  is  produced  and  the  guar- 
anty of  price  in  advance  of  the  crop  season  would  reduce  greatly 
the  uncertainties  of  agricultural  production  and  remove  an  im- 
portant source  of  rural  discontent.  To  some  extent,  also,  a 
greater  degree  of  certainty  may  be  introduced  into  the  business 
of  manufacturing  food  products — now  partially  effected  by  hedg- 
ing— ^as  well  as  in  the  processes  of  distribution. 

The  disadvantages  and  difficulties  of  price  control  appear  ex- 
ceedingly formidable  in  statement,  especially  when  basic  price 
fixing  is  involved.  It  may  be  worth  while  to  estimate  their  relative 
importance. 

One  of  the  most  apparent  is  the  impossibility  of  controlling 
prices — especially  of  farm  products — ^without  the  process  becom- 
ing a  bone  of  political  contention.  The  recent  tremendous  pres- 
sure for  increasing  wheat  prices  is  a  very  convincing  reminder  of 
this  danger — a  danger  which,  to  the  writer's  mind,  constitutes  the 
greatest  objection  to  a  policy  of  price  fixing.  However,  the  dan- 
ger might  be  somewhat  reduced  by  a  definitely  announced  policy 
of  balancing  in  the  long  run  government  losses  and  gains  in  the 
process  of  equalization. 

Theoretically,  it  would  be  exceedingly  difficult  for  government 
authorities  to  calculate  a  year  and  a  half  ahead  what  price  will 
maintain  the  existing  acreage  and  also  insure  the  full  consumption 
of  a  crop  of  very  uncertain  quantity.  However,  there  are  several 
mitigations  of  this  difficulty.  If  the  price  is  fixed  too  high,  the 
government  will  find  it  impossible  to  dispose  of  the  entire  amount 
in  domestic  consumption.  It  would  be  possible  to  pay  the  farmer 
the  guaranteed  price  and  to  lower  the  price  to  consumers,  the 
government  bearing  the  loss  temporarily  in  the  hope  of  making  it 
up  when  conditions  are  more  favorable.  However,  at  the  time  th< 
farmers  begin  selling  their  crops  it  is  not  always  clear  that  the 
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reduction  of  price  will  be  necessary.  It  is  true,  it  would  be  diffi- 
cult to  lower  prices  after  a  part  of  the  product  has  passed  into  the 
hands  of  manufacturers  and  distributors,  without  serious  compli- 
cations. In  any  case,  the  government  can  export  the  surplus, 
even  though  it  may  be  necessary  to  do  so  at  a  loss.  If  the  price 
is  fixed  too  low,  it  may  have  the  effect  of  discouraging  produc- 
tion. This  may  or  may  not  result  in  a  crop  too  small  to  meet  the 
normal  consumption  of  the  country,  depending  on  weather  con- 
ditions and  other  physical  factors.  If  the  crop  should  prove  in- 
adequate, authorities  may  resort  to  imports,  although  at  a  pos- 
sible loss.  It  should  not  be  forgotten,  too,  that  difficulties  men- 
tioned above  are  considerably  reduced  by  the  reserve  carried  for- 
ward from  one  crop  season  to  the  next.  This  may  be  employed 
as  a  shock  absorber.  Supplemented  by  an  intelligent  control  of 
imports  and  exports,  it  may  be  used  to  modify  the  effects  of  tem- 
porary or  seasonal  fluctuations  in  demand  and  supply. 

Another  difficulty  is  the  effect  of  price  fixing  on  the  inter-rela- 
tions of  different  commodities.  Some  farm  conunodities  are  used 
in  the  production  of  others.  Certain  products  are  substitutes  for 
others,  either  in  production  or  in  final  consumption.  Even  when 
prices  are  determined  by  competition  these  relationships  are  con- 
tinually disturbed  by  frequent  price  variations.  It  is  this  fact, 
for  instance,  that  makes  the  business  of  fattening  beef  cattle  one 
of  extreme  risk.  Fixed  prices  would  make  the  conditions  of  pro- 
ductive use  and  substitution  stable  for  a  considerable  period  of 
time  so  that  the  producer  could  know  what  to  count  upon,  and 
govern  his  action  accordingly. 

It  appears  that  the  principal  advantage  of  leaving  these  re- 
lationships to  be  affected  by  competition  is  that,  in  case  the  nor- 
mal relationship  is  seriously  impaired  by  price  changes,  variations 
will  occur  in  demand  which  will  exert  a  more  or  less  powerful  in- 
fluence toward  restoring  prices  to  the  usual  relationship.  Thus,  if 
corn  rises  in  price  so  much  that  farmers  cannot  afford  to  feed  it 
to  cattle,  the  demand  for  com  for  this  purpose  will  decline*  The 
reduction  in  demand  may  aid  in  lowering  the  price  to  the  point 
that  will  enable  feeders  to  resume  its  use.  However,  the  use  of 
corn  for  beef  cattle  constitutes  only  one  of  many  sources  of  de- 
mand, which  may  prove  so  inelastic  in  other  directions  that  the 
restoration  of  usual  conditions  will  not  be  effected.  In  fact,  under 
competition  prices  vary  more  largely  on  account  of  substantial 
alterations  in  supply  due  to  weather,  insects,  and  crop  diseases. 
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both  at  home  and  abroad,  than  to  any  nice  adjustment  to  relative 
food  values  or  interdependent  cost  relationships. 

The  establishment  of  accurate  price  differentials  between  lo- 
calities is  a  problem  of  great,  though  not  insuperable,  difficulty. 
There  are  large  areas  which  are  practically  always  surplus  areas 
tributary  to  a  particular  primary  market.  Prices  merely  reflect 
prices  in  the  primary  market  less  the  expense  of  shipment.  Other 
large  areas  are  always  consuming  markets,  whose  prices  reflect 
closely  the  changes  in  a  particular  distributing  market.  Regions 
characterized  by  the  above-mentioned  conditions  ofi^er  no  peculiar 
difficulty  in  the  determination  of  price  differentials. 

In  many  localities,  however,  the  problems  of  establishing  differ- 
entials according  to  location  are  not  so  simple.  There  are  fcome 
regions  which  have  a  surplus  in  one  year  and  a  deficit  in  other 
years,  according  to  the  success  of  the  crop.  Again,  there  are 
regions  which  have  a  surplus  in  one  season  and  a  deficit  at  an- 
other season  of  the  year.  Barring  miscalculations,  however,  this 
need  occur  only  for  products  that  cannot  be  stored.  There  are 
producing  regions  which  do  not  always  ship  to  the  same  primary 
market,  the  direction  of  shipment  depending  on  variations  of  prices 
in  different  local  markets.  Such  regions  are  located  on  the  di- 
vides separating  different  market  watersheds.  Finally,  there  are 
consuming  regions  which  do  not  draw  supplies  continuously  from 
the  same  distribution  market. 

In  statement  the  above  variations  sound  exceedingly  formidable. 
For  the  determination  of  prices,  however,  it  is  clear  that  the  diffi- 
culty arises  in  connection  with  the  attempt  to  maintain  a  uniform 
price  level  everywhere  with  necessary  adjustments  for  local  dif- 
ferences in  supply  as  dependent  on  costs  of  shipment.  Conse- 
quently, in  a  policy  of  price  fixing  involving  a  uniform  price  level 
to  farmers  followed  by  the  regulation  of  dealers'  margins,  the 
necessity  of  regulating  local  differentials  arises  only  at  the  stage 
when  the  uniform  level  is  maintained — that  is,  the  paying  price  to 
the  farmers.  After  the  conunodity  leaves  the  farmers'  hands, 
price-fixing  responsibility  requires  only  the  regulation  of  dealers' 
margins,  leaving  to  the  play  of  competition  the  adjustment  of 
supply  and  demand  between  localities. 

There  has  been  much  discussion  of  late  concerning  costs  as  a 
basis  for  the  determination  of  agricultural  prices — a  discussion 
that  has  been  brought  to  a  head  by  the  milk  wars  in  New  York 
and  Chicago.    The  controversy  has  centered  about  the  difficulties 
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of  determining  costs,  especially  the  question  whether  products 
such  as  grain  and  hay  used  for  feeding  dairy  cattle  shall  be 
counted  in  the  final  costs  at  their  market  value  or  at  their  actual 
cost  of  production.^^  As  a  problem  of  accounting,  the  question 
has  but  one  answer:  the  accurate  determination  of  the  costs  of  a 
final  result  are  possible  only  if  intermediate  processes  are  rated 
at  their  actual  costs,  and  not  at  their  values  at  the  time  of  use* 

Such  an  answer,  however,  does  not  settle  the  problem  of  public 
policy  in  price  fixing,  for  such  a  policy  is  one  of  valuation — a 
question  of  fairness,  not  a  question  of  methods  of  accounting.  That 
materials  produced  by  a  business  enterprise  and  used  in  the  pro- 
duction of  a  subsequent  commodity  by  the  same  enterprise  should 
be  reckoned  at  cost  of  production,  and  not  at  market  value,  is  no 
proof  that  the  resulting  sum  of  costs  is  a  fair  basis  of  valuation, 
and  assuredly  it  does  not  establish  it  as  an  expedient  basis. 

In  the  view  of  the  present  writer,  a  policy  of  agricultural  price 
fixing  should  be  opportunist  and  eclectic.  As  in  the  problem  of 
determining  railway  rates,  no  single  formula  is  adequate.  The 
very  difficulties  of  exact  cost  accounting  are  a  proof  of  its  inade- 
quacy, especially  in  view  of  the  fact  that  the  costs  of  different 
producers  vary  widely.  It  is  doubtful  if  any  arrangement  could 
be  devised  that  would  serve  to  determine  in  practice  the  location 
of  marginal  cost,  even  if  conditions  were  static.  Since  the  margin 
is  constantly  varying  with  changes  in  the  volume  of  demand  and 
the  length  of  time  under  consideration,  as  well  as  because  of  alter- 
ations in  methods  of  production  and  changes  in  the  values  of  the 
various  factors  of  production,  it  seems  probable  that  cost  would 
be  even  more  remotely  influential  in  agricultural  price  fixing  than 
in  railway  rate-making. 

It  appears  that  an  agricultural  price  must  be  high  enough  to 
induce  producers  to  plant  the  acreage  or  keep  the  number  of  cows 
that  experience  has  shown  will  furnish  a  certain  quantity  of  the 
commodity  under  average  seasonal  conditions.  The  primary 
question  must  be  what  quantity  is  required.  Obviously,  the  aim 
is  not  to  satisfy  demand,  for  demand  varies  with  price.  The 
problem  is  one  of  deciding  what  quantity  will  meet  the  normal 
needs  of  the  country  or  region  to  be  supplied.    The  second  prob- 

28  C/.  especially  H.  C.  Taylor,  "Price-Fixing  and  the  Cost  of  Fann  Pro- 
ducts," Bulletin  S92,  Agricultural  Experiment  Station  of  the  University  of 
Wisconsin;  C.  S.  Duncan,  "The  Chicago  Milk  Inquiry,"  Jonrnal  of  PoKtieal 
Economy,  XXVI,  Apr.,  1918. 
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lem  is  to  ascertain  what  price  will  cause  the  requisite  acreage  to 
be  planted.  Whether  this  price  equals,  exceeds,  or  falls  short  of 
the  expense  of  production  to  so-called  marginal  producers,  will  be 
indicated  by  the  result.  It  is  doubtful  if  estimates  of  cost  would 
serve  as  anything  more  than  a  general  guide,  indicating  the  gen- 
eral limits  of  policy.  For  particular  years  many  producers  may 
be  sub-marginal  or,  conceivably,  all  may  be  super-marginal,  ac- 
cording to  the  product  per  acre  as  determined  by  seasonal  fluctu- 
ations, and  it  is  not  always  the  largest  crop  nor  the  highest  price 
that  brings  the  farmer  the  largest  returns. 

The  writer  is  not  convinced  of  the  immediate  desirability  of 
permanent  governmental  control  of  the  prices  of  staple  foods,  but 
he  believes  that  our  present  experiences  have  demonstrated  that 
the  policy  is  not  so  absurd  and  impossible  as  many  economists  have 
been  wont  to  believe.  At  any  rate,  the  desirability  of  such  con- 
trol must  be  considered  separately  for  each  particular  commodity, 
for  the  special  merits  of  the  policy  will  vary  in  each  case,  and  the 
special  difficulties  will  not  be  the  same  for  all  commodities. 


PRICE  FIXING— DISCUSSION 

E,  G.  NouHSB. — My  attention  was  challenged  by  the  following  sen- 
tence, which  occurs  in  the  version  of  Professor  Warren's  paper  which 
was  submitted  in  advance  of  this  meeting: 

"If  the  dollar  were  stabilised  most  of  the  clamor  for  price  fixing  in 
this  country  conld  have  been  avoided." 

I  did  not  catch  these  exact  words  in  tiis  address  this  afternoon, 
but  tbroQghont  a  considerable  part  of  his  discussion  there  is  manifest 
the  same  tendency  to  assign  "inflation"  as  the  principal  cause  of  price- 
fixing  sentiment  and  endeavor.  It  seems  to  me  that  this  idea  is  hardly 
consistent  with  the  facts,  nor,  indeed,  with  other  parts  of  Professor 
Warren's  own  paper.  The  price-fixing  movement  in  this  country  has 
derived  its  chief  and  permanent  emphasis  from  the  desire  to  lower  the 
urban  cost  of  living,  and  this  in  turn  has  been,  more  than  anything  else, 
an  cfEort  to  counteract  the  rise  in  the  values  of  farm  products.  Even 
if  the  dollar  could  be  stabilized,  we  should  not  thereby  have  solved 
this  problem — a  fact  which  is  readily  demonstrated  by  a  graph  of  the 
prices  of  farm  products  stated  in  terms  of  a  theoretically  stabilised 
dollar.  We  all  know  that  the  average  price  of  the  principal  fann 
products;  as  given  by  the  United  States  Bureau  of  Labor,  is  now 
nearly  twice  what  it  was  in  1890.  If,  however,  the  dollar  be  given 
the  same  purchasing  power  throughout  the  period  from  1890  to  1917, 
we  shall  get  some  idea  of  the  actual  increase  in  the  cost  of  living. 
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On  the  accompanying  chart  the  index  of  all  commodity  prices  is  re* 
daced  to  100^  and  farm  prices  are  all  plotted  upon  that  straight-line 
base.  The  relative  price  of  farm  products  is  thus  seen  to  have  been 
tolerably  stable  during  the  90's^  slightly  advancing  during  the  next 
decade^  but  markedly  and  persistently  rising  during  the  past  ten  or 
twelve  years.  The  chart  shows  a  natural  division  into  three  periods: 
the  first,  1890  to  1900  inclusive,  in  which  the  average  index  is  102 
(the  dotted  line  on  the  chart)  and  the  extremes  are  only  5  above  and 
6  below  this  level;  the  second,  1901  to  1908  inclusive,  in  which  the 
average  level  stands  at  a  trifle  less  than  109,  with  maximum  variations 
at  4  points  higher  and  4  points  lower  than  this  average;  and  the 
third,  1909  to  1917  inclusive,  averaging  121,  varying  from  116  to 
127,  and  apparently  showing  an  upward  trend  in  its  later  years. 

Here,  to  my  mind,  is  to  be  found  the  central  cause  and  purpose  of 
the  price-fixing  movement  in  America  and  clear  evidence  of  the  fact 
that  it  is  much  more  than  a  war-time  issue.  We  have  really  been  un- 
der the  shadow  of  this  problem  since  1908-09,  when  the  exchange 
ratio  of  farm  products  (not  their  mere  gold  price)  jumped  from  110 
to  118,  a  point  below  which  it  has  since  receded  in  only  a  single  year, 
1911.  This  means  nothing  more  nor  less  than  that  the  exchange  ra- 
tio between  the  indispensable  food  and  textile  products  of  the  farm 
on  the  one  side,  and  non-agricultural  goods  and  services  on  the  other, 
has  moved  in  a  direction  counter  to  the  desires  of  town  and  city  con- 
sumers of  these  farm  products.  Among  this  large  portion  of  our  popu- 
lation there  arose,  about  1909  and  has  continued  since,  a  tremendous 
desire  to  release  themselves  from  the  less  favorable  situation  in  which 
they  were  placed  as  a  result  of  this  readjustment  of  values.  This 
motive  had  grown  strong  in  the  years  before  we  became  involved  in 
war,  but  it  had  not  become  specifically  a  demand  for  price  fixing, 
owing  probably  to  our  unfamiliarity  ¥rith  such  a  practice.  Our  en- 
tering into  the  war,  however,  brought  this  tool  within  reach  of  those 
who  clamored  for  relief  and  had  demanded  vaguely  that  "something 
must  be  done."  Such  persons  gladly  acclaimed  the  simple,  direct,  and 
militaristic  expedient  of  price  fixing,  and  conceived  an  exaggerated 
notion  of  its  efficacy  and  benefits.  They  did  not  stop  to  examine 
what  were  the  fundamental  causes  which  had  brought  about  this 
altered  market  ratio  of  farm  products  to  other  goods.  Professor 
Warren  has  referred  to  these  underlying  causes  as  pressure  of  the 
population  on  our  food  supply.  I  should  prefer  a  different  phrase, 
but  there  is  no  question  of  the  fact  that,  with  the  passing  of  our 
virgin  lands,  an  irremediable  factor  becomes  operative  toward  the  en- 
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hancement  of  the  exchange  value  of  our  food  supply.  What  the  pub- 
lic should  be  brought  to  realize  is  that  the  ratio  which  maintained 
in  the  80's  and  90's  was  abnormal  and  ephemeral,  whereas  that  of  the 
present  approximates  much  more  closely  the  normal  and  permanent 
adjustment  with  which  we  must  deal  in  the  future.  On  the  other 
hand,  this  does  not  mean  that  we  must  go  from  high  to  higher  prices, 
and  thence  to  famine  prices  and  the  retardation  of  our  civilization. 
A  suitably  organized  agriculture  can  secure  such  a  measure  of  techni- 
cal efficiency  as  to  assure  moderate  prices  of  farm  products  throughout 
the  longest  discernible  future. 

Here,  I  believe,  is  the  heart  of  the  whole  matter.  Price-fixing 
propaganda  has  taken  no  account  of  the  true  situation  and  needs  of 
agricultural  producers  and  of  the  long-time  effects  of  price-fixing 
policies.  Mere  pounding  down  of  prices,  while  giving  temporary  re- 
lief, is  in  danger  ultimately  of  enhancing  prices  by  impairing  the 
productive  efficiency  of  our  farmers.  I  am  not  unmindful  of  the  good 
counsel  given  us  last  night  by  Professor  Fisher,  wherein  he  warned  us 
against  class  bias  in  our  economic  thought  and  action.  He  mentioned 
specifically  that  the  agricultural  college  teacher  is  in  danger  of  be- 
coming a  partisan  economist  of  and  for  the  farming  class.  I  have  no 
desire  to  appear  as  the  apologist  for  any  class  interest  as  such.  But,  on 
the  other  hand,  to  ignore  the  fact  that  there  is  an  inevitable  diverg- 
ence of  interest,  of  which  the  price-fixing  agitation  is  a  tangible  ex- 
pression, and  hence  to  fail  to  meet  the  issue  frankly  and  helpfully  in 
its  early  stages,  is  to  force  it  to  come  sooner  or  later  to  an  open  con- 
flict between  antagonized  economic  classes.  Therefore,  a  word  of 
honest  caution  may  not  be  out  of  place. 

Price-fixing  agencies  have  shown  too  little  understanding  of  the 
business  of  farming,  too  little  desire  to  go  to  the  bottom  of  the  mat- 
ter, too  cavalier  an  assumption  that  the  interests  of  city  populations 
in  lower  prices  must  be  met  willy-nilly  by  the  paring  down  of  pro- 
ducers' returns.  Such  methods  are  not  calculated  to  avoid  class  an- 
tagonism,  but  to  make  it  inevitable.  And  furthermore,  the  very  at- 
tempt to  set  the  interest  of  urban  consuming  population  above  that  of 
the  rural  producer  is  in  danger  of  defeating  itself.  To  be  sure,  "there 
are  no  more  lowas  waiting  for  the  plow."  But  new  types  of  indus- 
trial efficiency  in  agriculture  await  the  development  of  a  fanner  class 
who  are  adequately  trained,  suitably  organized,  and  well  equipped 
with  the  capital  goods  needed  for  the  practice  of  scientific  agriculture. 
The  low  prices  of  farm  products  in  the  later  part  of  the  laat  century 
did  not  permit  of  this  progressive  condition  being  brought  about  as 
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rapidly  as  could  have  been  desired.  Recent  prosperity  of  the  farmer 
has  made  possible  a  considerable  development  in  this  direction^  bnt 
price  fixing  which  will  force  prices  back  to  those  lower  levels — ^that  is, 
the  exchange  ratio  rather  than  the  mere  dollar  price — ^wonld  defeat 
its  own  end  by  impairing  the  efficiency  of  agriculture  and  precluding 
the  reduction  in  cost  of  production  which  would  otherwise  be  possible. 
Such  price-fixing  notions  as  the  public  at  large  entertain  are  penny 
wise  and  pound  foolish  even  from  the  standpoint  of  the  consumer's 
best  interests. 

Professor  Warren  appears  to  entertain  a  low  opinion  of  the  power 
of  price  regulating  agencies.  I  wish  that  I  could  share  this  belief  in 
their  impotence.  If^  in  truths  price-fixing  projects  were  powerless  to 
depress  prices  whenever  any  natural  force  was  inclining  toward  their 
enhancement,  I  should  be  a  good  deal  less  concerned  about  our  future. 
But  the  war  period  has  to  my  mind  demonstrated  a  considerable  effi- 
cacy on  the  part  of  these  agencies,  and  the  older  period  of  agricultural 
unprosperity  has  shown  a  disquieting  tendency  on  the  part  of  our 
agricultural  population  to  stay  with  the  industry  even  when  it  is  being 
crowded  down  to  a  position  of  unprofitableness,  inefficiency,  and  a  low 
standard  of  living. 

If  it  be  part  of  the  economist's  true  function  to  furnish  that  sound 
counsel  by  which  class  interests  may  be  kept  from  developing  into 
divisive  antagonisms  and  economic  warfare,  then  it  is  to  be  hoped  that 
our  influence  will  be  thrown  against  ambitious  programs  of  price  fixing 
as  part  of  our  after-war  economic  arrangements.  While  I  believe  that 
many  of  the  activities  of  the  Food  Administration  which  have  looked 
to  the  regulation  of  trade  practices  have  had  a  beneficial  effect,  the 
net  result  of  regulation  as  a  whole  has  been  to  bring  into  clearer  con- 
trast the  interests  of  the  consumer  and  the  producer  of  farm  products. 
The  Food  Administration,  by  limiting  traders'  margins  and  regulating 
their  methods,  has,  so  to  speak,  publicly  exhibited  the  middleman  in 
a  strait- jacket,  and,  in  effect,  has  relieved  him  of  the  responsibility 
with  which  he  was  formerly  charged,  by  both  producers  and  consumers, 
for  the  high  cost  of  living.  This  tends  to  draw  the  issue  more  clearly 
than  ever  between  the  farm  producer  and  the  city  consumer.  If  their 
price  relationships  are  left  to  be  adjusted  to  the  process  of  market 
bargaining,  both  parties  will  bow  to  the  inexorable  force  of  underly- 
ing economic  influences.  But  if  the  arbitrary  power  to  name  prices 
be  given  to  any  executive  or  tribunal,  and  particularly  if  its  person- 
nel fall  a  little  short  of  ommiscient  wisdom  and  a  quality  of  justness 
above  the  reproach  even  of  injured  parties,  its  exercise  is  bound  to 
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engender  open  antagonisms^  mutual  recriminations,  and^  as  already 
indicated^  in  all  probability  such  short-sighted  efforts  to  lower  prices 
as  to  put  in  jeopardy  the  efficiency  of  our  agricultural  industry  and  in 
the  end  increase  both  the  market  and  particularly  the  social  cost  of 
our  food  supply. 

W.  F.  Gephart. — ^Any  plan  of  price  fixing  by  the  goTernment, 
whether  in  times  of  peace  or  war,  should  keep  in  mind  the  interests  of 
producers  as  well  as  of  consumers.  Since  the  demand  for  price  regu- 
lation has  usually  come  from  consumers,  it  has  been  the  interests  of 
this  group  which  haye  usually  been  uppermost  in  the  minds  of  those 
enacting  price  regulation.  Certainly  in  this  country,  up  to  the  time 
of  the  recent  war,  it  was  the  consumer  who  had  been  primarily  held  in 
mind  in  our  price  legislation  and  regulation.  There  is  some  indica- 
tion, however,  that  the  necessity  of  taking  account  of  production  cost 
in  any  price  regulations  is  being  more  clearly  realised. 

It  is  true  that  under  any  price-fixing  system  consumers  can  not  be 
classified  and  a  price  established  for  each  class,  notwithstanding  that 
the  buying  ability  of  consumers  differs  more  ¥ridely  and  more  greatly 
than  the  production  cost  of  producers.  Under  free  competitive  con- 
ditions there  is  more  or  less  classifying  of  buyers,  and  both  goods  and 
prices  on  them  are  made  with  this  understanding  in  mind. 

Price  fixing  by  governmental  authority  involves  standardisation  of 
price  and  hence  of  producers.  There  is  undoubtedly  in  this  respect  a 
marked  loss  in  that  the  product  upon  which  the  price  is  fixed  represents 
to  different  classes  of  consumers  varying  acquisition  costs. 

Since,  therefore,  price  fixing  can  concern  itself  primarily  only  with 
producers,  the  first  problem  which  arises  is  to  adopt  some  standard  if 
the  unit  price  system  is  decided  upon  as  compared  to  a  multiple  price 
system.  Let  us  examine  some  of  the  difficulties  to  be  encountered  in 
each  system,  both  in  times  of  peace  and  war. 

The  multiple  price  system  would  need  to  be  applied,  if  adopted,  to 
all  commodities  except  those  produced  under  monopolistic  conditions. 
These  latter  conditions  are  so  rare  that  they  may  be  disregarded.  The 
multiple  price  system  involves  first  an  analysis  of  costs  in  the  various 
plants  of  the  producers  as  well  as  of  distributors,  middlemen,  and  re- 
tailers. This  at  once  suggests  the  impracticability  of  the  system* 
There  are  so  many  different  producers  and  distributors  of  almost  every 
important  commodity,  scattered  throughout  different  sections  of  the 
country,  that  an  army  of  investigators  and  accountants  would  be 
needed  to  arrive  at  the  cost  of  production  in  each  plant.    Even  if  such 
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a  figure  of  cost  could  be  secured^  there  are  so  many  fluctuations  of 
individual  items  in  cost^  as  well  as  so  many  joint  costs,  that  a  fair 
result  arrived  at  at  any  one  time  would  soon  be  incorrect  because  of 
these  changes. 

It  may  be  urged  that  producers  and  distributors  could  be  grouped 
by  sections,  but  the  difference  in  costs  of  individuals  in  any  one  group 
would  probably  be  as  great  as  that  of  different  producers  in  different 
sections.  The  whole  plan  of  arriving  at  multiple  costs  is  practically 
impossible  and  unworkable,  whatever  may  seem  to  be  its  theoretical 
fairness  to  producers  and  consumers. 

We  therefore  come  to  a  consideration  of  unit  price,  either  for  the 
product  as  a  whole  or  for  it  in  certain  established  groups  or  regions. 
The  questions  which  arise  are:  Which  producer  should  be  taken 
as  a  basis  or  standard?  Shall  it  be  the  most  efficient  producer  or  the 
marginal  producer? 

In  this  connection  there  arises  a  leading  principle  of  price  fixing 
during  conditions  of  war  as  contrasted  with  conditions  of  peace.  Dur- 
ing war  times,  especially  in  our  recent  war,  a  prime  result  to  be  se- 
cured was  the  keeping  up  and  stimulating  of  production.  In  order  to 
do  this  a  price  should  be  fixed  which  would  encourage  increased  pro- 
duction on  the  part  of  the  more  efficient,  but  it  also  should  be  such  as 
to  keep  in  the  market  the  supplies  of  the  less  efficient.  It  will,  there- 
fore, be  found  upon  a  careful  examination  of  price  and  margin  fixing 
during  the  recent  war,  that  the  margins  established,  or  the  actual  price 
fixed,  was  so  liberal  as  measured  by  the  cost  of  production  of  the  most 
efficient,  that  the  result  desired — ^namely,  increased  production — has 
been  secured. 

It  may  be  inquired  whether  this  result  has  been  achieved  at  the  ex- 
pense of  the  consumer.  Without  being  able  to  answer  this  question 
completely,  it  may  be  pointed  out  that  there  has  been  at  least  one  un- 
doubted gain  for  the  consumer.  This  is  that  the  price  has  been  stabil- 
ized, and  many  consumers,  in  different  sections  of  the  country,  where 
from  time  to  time  supplies  have  been  short,  have  been  protected  from 
what  otherwise  might  have  been  a  quasi-monopolistic  price. 

A  stabilized  price  is  a  kind  of  insurance,  reducing  risk  both  for 
producers  and  consumers.  The  fixing  of  the  liberal  price — a  marginal 
producer's  price — ^in  war  times  gives  a  feeling  of  security  and  assur- 
ance to  producers  that  is  distinctly  advantageous.  They  have  only 
to  think  of  the  element  of  cost;  that  is,  how  to  organize  and  carry  on 
production  so  as  to  bring  it  as  far  as  possible  below  this  fixed  price. 

Likewise,  from  the  viewpoint  of  the  consumer,  there  is  this  kind  of 
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assurance  dnriiig  war  times  when  uncertainty  is  greatest  both  for  con- 
sumers and  producers.  The  fixation  of  the  price  discounts  speculation 
by  consumers^  who  are  the  most  inefficient  of  all  risk  takers. 

Furthermore,  there  is  the  psychological  consideration  that  consum- 
ers will  tolerate  fixed  prices  and  an  empty  market  in  war  times,  where- 
as they  would  rebel  against  unregulated  high  prices.  In  shorty  price 
fixing  on  the  basis  of  marginal  cost  reduces  risk  both  to  producer  and 
consumer  in  war  times,  and  prevents  unintelligent  speculation  on  the 
part  of  each  class. 

It  is  true  that  in  fixing  a  price  or  margin  primarily  on  the  basis  of 
the  less  efficient  producer,  a  wide  margin  of  profit  has  undoubtedly 
been  secured  by  the  more  efficient  in  a  number  of  cases.  Howeyer,  if 
a  war  taxation  system  had  been  devised  adequate  to  the  situation,  this 
result  could  have  been  counteracted  by  means  of  the  tax  collected  by 
the  government. 

Price  fixing  on  the  above  described  principle  has  met  surprisin^y 
little  objection  from  the  trades  themselves.  This  is  due  not  only  to  the 
fact  that  satisfactory  margins  have  been  allowed,  but  also  to  the  fol- 
lowing important  fact:  in  many  of  the  businesses  where  price  has  been 
regulated,  as,  for  example,  in  the  food-distributing  business,  excessive 
competition  has  been  the  rule  and  price-cutting  of  all  descriptions  a 
generally  followed  practice.  If,  therefore,  a  disinterested  party,  such 
as  the  government,  stepped  in  and  proposed  a  fixed  price,  though  this 
may  not  have  been  entirely  satisfactory  to  all  members  of  the  trade, 
they  were  at  least  assured  of  stability  and  fair  dealing  because  an 
established  price  or  margin  was  enforced  upon  all  groups  of  the  trade. 
No  commonly  so-called  unfair  advantages  could  be  taken.  It  was  for 
each  one  to  devise  improved  methods  of  conducting  the  business  if  he 
desired  a  larger  measure  of  profit. 

In  this  connection  the  question  may  arise  whether  a  system  of  price 
fixing  tends  to  discount  improvements  in  methods  of  conducting  busi- 
ness, due  to  the  fact  that  in  a  certain  sense  guaranteed  profits  are 
assured.  It  is  safe  to  say  that  such  are  not  the  results,  for  with  any 
given  fixed  price  the  inducements  to  improve  business  organizations 
are  quite  as  great  in  order  that  the  production  and  selling  cost  may 
be  as  far  under  the  fixed  price  as  possible. 

The  results  achieved  in  price  fixing  during  the  past  war  undoubtedly 
are  far  beyond  the  expectations  of  accomplishment  of  many  econo- 
mists in  the  prewar  period.  Nevertheless,  we  should  not  delude  our- 
selves into  believing  that  obstacles  would  not  arise  in  peace  times  which 
are  not  met  in  times  of  war. 
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One  of  the  most  important  factors  in  making  any  price-fixing  sys- 
tem successful  is  such  a  system  of  inspection  as  will  assure  observance 
of  this  price.  During  war  times  there  has  been  devised  not  only  an 
extensive  machinery  of  the  government  itself^  to  see  to  it  that  these 
fixed  prices  were  observed^  but  there  has  also  been  that  even  larger 
army  of  volunteer  inspectors  on  the  part  of  the  purchasing  public  and 
members  of  the  trade.  It  is  safe  to  say  that  in  times  of  peace  no 
such  reliance  could  be  placed  upon  such  volunteer  inspections.  The 
government  itself  would  have  to  organize  a  very  large  force  to  super- 
vise the  observance  of  these  prices ;  and  under  competitive  conditions^ 
unless  these  could  be  absolutely  guaranteed^  there  would  be  every  in- 
ducement on  the  part  of  competing  concerns  to  violate  the  regulations 
as  to  prices  and  margins. 

Then  too  it  must  be  realized  that  motives  of  patriotism  actuate  both 
the  producing  and  consuming  public^  which  are  not  in  operation  in 
peace  times. 

It  should  also  be  observed  that  information  as  to  costs  can  be  se- 
cured and  agreements  made  more  easily  in  war  times  than  in  peace. 
Any  governmentally  constituted  body^  made  up  of  anything  short  of 
supermen^  would  find  it  an  almost  impossible  task  to  determine  at  any 
one  time  the  fair  price  of  many  articles  upon  which  prices  have  been 
fixed. 

It  should  be  further  realized  that  fixing  the  price  of  cotton^  steely 
and  food  commodities  is  much  more  complicated  than  that  of  arriving 
at  a  fair  rate  for  public  utilities^  in  which  there  are  so  many  more 
static  elements  of  cost.  Food  commodities  are  subject  to  many  con- 
ditions of  cost  determined  by  seasonal  factors^  and  the  complexity 
confronting  the  government  in  determining  the  price  of  many  of  these 
articles  would  be  overwhelming.  The  price  that  is  determined  by  the 
normal  competitive  conditions  of  the  market  may  be  more  safely  trusted 
to  be  just  for  both  producers  and  consumers  than  one  arrived  at  by  the 
activities  of  a  governmentally  constituted  body  of  mere  men. 

Under  competitive  conditions^  the  activity  of  the  producer^  and  the 
risk-takers^  will  more  likely  insure  to  the  consumer  the  lowest  possible 
price  and  the  greatest  amount  of  stability.  '  Government  insurance  of 
a  fair  competitive  price  in  peace  times  is  a  supererogation^  for  nor- 
mal prices  have  already  distributed  tlie  risk  in  an  equitable  manner. 


ECONOMIC  THEORY  IN  AN  ERA  OF  SOCIAL 

READJUSTMENT 

By  J.  M.  Clabk 
The  University  of  Chicago 

I.     Introduction 

The  place  of  economic  theory  in  the  coming  generation  will  de- 
pend on  what  kind  of  theory  is  developed.  Economic  theory,  like 
many  another  thing,  will  have  whatever  place  it  can  make  and  hold 
for  itself.  There  are  two  main  ideals  to  be  achieved.  Economic 
theory  should  be  actively  relevant  to  the  issues  of  its  time  and  it 
should  be  based  on  a  foundation  of  terms,  conceptions,  standards 
of  measurement,  and  assumptions  which  is  sufficiently  realistic, 
comprehensive,  and  unbiassed  to  furnish  a  common  meeting  ground 
for  argument  between  advocates  of  all  shades  of  conviction  on 
practical  issues.  This  is  not  an  ideal  of  scholarly  detachment,  for 
that  may  lead  to  studies  that  are  inconsequential  or  irrelevant  to 
the  issues  of  the  day.  It  is  an  ideal  of  scientific  impartiality, 
which  is  a  very  different  thing. 

In  a  sense,  all  economic  thought  is  ^Hheory,"  but  I  shall  assume 
that  we  are  talking  of  a  central  body  of  thought,  different  from 
the  multitude  of  special  studies  into  which  we  are  constantly  reach- 
ing out,  and  giving  a  general  view  of  underlying  forces  at  work 
in  the  economic  system  as  a  whole.  It  may  lay  down  principles 
to  be  applied  in  the  special  fields  of  study,  furnish  tools  of  thought 
or  methods  to  be  used  in  them,  or  an  orienting  interpretation  of 
the  world  in  its  economic  aspects  which  puts  these  special  studies 
in  their  place  and  helps  to  show  their  relation  to  each  other. 
Surely  there  is  place  and  need  for  such  a  central  body  of  thought 
if  economics  is  to  have  any  organic  unity,  and  to  be  in  any  sense 
an  organized  force. 

By  comparison  with  this  outline  of  the  place  of  theory,  what 
do  we  find?  In  the  more  general  treatises  we  find  two  bodies  of 
principle,  in  more  or  less  thought-tight  compartments,  and  dis- 
tinguished in  various  ways.  On  the  one  side  stands  a  body  of 
thought  marked  off  as  a  deductive  system,  dealing  with  the  mech- 
anism of  free  exchange  in  a  perfect  market  and  accepting  the 
valuations  made  by  individuals  in  such  a  market  as  its  final  meas- 
ure of  economic  quantities.  It  searches  for  laws  governing  levels 
of  equilibrium  in  such  markets,  and  in  this  broad  sense  is  static. 
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In  its  view  of  human  nature  and  of  social-economic  institutions 
it  either  assumes  them  to  be  static  or  tries  to  frame  its  static  state- 
ments so  as  to  admit,  passively,  the  existence  of  dynamic  facts  but 
make  no  further  changes  in  the  static  statements  and  hence  make 
no  active  analysis  of  dynamic  forces  and  changes  in  human  nature 
and  institutions.  This  has  much  the  same  effect  as  assuming  them 
to  be  static. 

I  include  here  the  type  of  theory  which  takes  human  choices  as  it 
fmds  them  in  the  market,  without  asking  if  they  are  rational,  im- 
pulsive, or  what  not.  Some  dynamic  elements  enter  in;  for  in- 
stance, the  idea  of  a  progressive  standard  of  living,  and  some 
cumulative  forces  are  recognized,  such  as  the  fact  that  poverty 
breeds  poverty  and  that  high  wages  may  perpetuate  themselves 
through  increased  ^ciency.  This  body  of  thought  centers  around 
the  theory  of  value  and  distribution  and  it  may  be  broadly  char- 
acterized as  "value  economics"  or  "price  economics."  Its  ulti- 
mate measure  of  wealth  is  utility  as  reported  by  some  purchaser 
in  making  a  purchase. 

Alongside  this  body  of  thought  is  another  of  a  different  char- 
acter. Sidgwick  distinguishes  it  as  the  "art"  of  Political  Econ- 
omy and  sets  it  apart  from  the  "science,"  though  he  regards  both 
as  parts  of  economic  theory.  Here  belongs  John  Stuart  Mill's 
discussion  of  property  and  communism,  of  land  tenures  and  of  the 
sphere  of  government,  and  also  the  Essay  on  Liberty.  Adam 
Smith's  treatment  of  public  expenditures  falls  in  this  division,  also 
a  large  part  of  J.  B.  Clark's  Philosophy  of  Wealth,  and  the  writ- 
ings of  Veblen  and  Hobson.  Here  belongs  also  the  discussion  of 
practical  problems  which  conunonly  fills  the  last  half  of  our  text- 
books, so  far  as  it  embodies  principles  not  developed  in  the  first 
half.  This  second  division  of  thought  I  shall  call  "social  eco- 
nomics." 

Both  types  of  study  have  their  strong  and  weak  points.  So- 
cial economics  has  often  been  treated  unscientifically,  but  the  sub- 
ject-matter is  capable  of  scientific  treatment.  The  very  caution 
that  led  Sidgwick  (in  order  to  keep  clear  of  controversy,  be  it 
noted),  to  speak  of  it  as  "art"  rather  than  as  "science"  also  led 
him  to  treat  it  in  a  way  that  is  unmistakably  scientific.  Social 
economics  lacks  quantitative  definiteness  and  coherence,  largely  be- 
cause there  is  no  yardstick  of  social  value.  On  the  other  hand, 
price  economics  has  only  a  limited  bearing  on  current  issues,  just 
because  it  does  accept  the  yardstick  of  the  market,  hedged  and 
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conditioned  as  this  yardstick  is  by  the  very  institutions  which 
economic  theory  is  expected  to  interpret  to  a  critical  and  icono- 
clastic world.  The  materials  of  price  economics  are  selected,  not 
with  reference  to  furnishing  a  rounded  interpretation  of  the  busi- 
ness system  with  reference  to  the  movements  that  are  afoot  in  the 
coming  era  of  reconstruction,  but  with  reference  to  their  capacity 
for  fitting  into  a  quantitative,  deductive  scheme  of  thought — a 
logical  ^^closed  system."  Its  chief  bearing  on  the  problems  of  the 
day  is  to  serve  to  show  reformers  what  they  cannot  do,  and  even 
here  it  speaks  with  less  uncompromising  boldness  than  formerly. 

The  center  of  theoretical  interest  at  present  is  in  price  econom- 
ics. If  theory  is  to  take  its  proper  place,  the  center  of  interest 
must  be  shifted  and  price  economics  must  become  a  subordinate 
part  of  social  economics. 

II.     Why  Truth  is  Relative  in  Economic  Theory 

The  place  of  economic  generalization  lies  in  the  realm  of  things 
useful,  somewhere  between  a  futility  and  an  impossibility.  It  is 
impossible  to  tell  the  whole  truth  about  the  world  and  if  we  in- 
sist on  summing  it  up  under  a  simple  formula,  the  only  ones  that 
can  be  one  hundred  per  cent  true  are  in  the  form :  ^^Whatever  is, 
is,"  a  proposition  whose  futility  may  be  camouflaged  but  not 
cured.  For  example,  our  old  friend,  the  ^'economic  man,"  is  be- 
coming very  self-conscious  and  bafflingly  noncommittal.  Instead 
(of  introducing  himself  to  his  readers  with  his  old-time  freedom  and 
confidence,  he  says:  ^^I  may  behave  one  way  and  I  may  behave 
another,  but  what  is  that  to  you?  You  must  take  my  choices  as 
you  find  them :  I  choose  as  I  choose  and  that  is  all  you  really  need 
to  know."  The  poor  thing  has  been  told  that  his  psychology  is  all 
wrong,  and  he  is  gamely  trying  to  get  on  without  any  and  still 
perform  as  many  as  possible  of  his  accustomed  tasks.  On  the 
other  hand,  human  behavior  in  economic  life  is  so  many-sided  that  a 
letter-perfect  description  of  it,  beside  being  imattainable,  would  be 
just  as  unwieldy  as  the  uninterpreted  world  itself. 

Somewhere  between  this  futility  and  this  impossibility  lie  the 
really  useful  statements  of  principle,  those  which  are  significantly 
true.  Most  generalizations  are  true,  in  some  degree :  likewise  their 
opposites  are  true  in  some  degree.  But  some  are  trivial,  and 
some,  depending  on  the  state  of  the  popular  mind,  involve  no 
doubtful  issues. 

Among  those  that  are  really  significant,  some  are  significant 
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for  one  purpose,  some  for  another.  A  careful  thinker  always 
wants  to  know  for  what  purpose  a  definition  is  to  be  used  before 
he  will  admit  it  in  an  argument.  Marshall,  for  instance,  admits 
that  price  does  not  measure  marginal  utility  because  some  are 
rich  and  some  are  poor,  but  says  there  are  many  problems  for 
which  this  makes  no  difference,  because  these  problems  do  not  in- 
volve a  redistribution  of  wealth.  On  the  other  hand,  I  know  a 
jurist  who  seems  to  think  that  the  way  to  settle  the  question  of 
public  utility  valuations  is  to  get  the  economists  to  define  ^^value" 
in  the  abstract,  and  then  let  the  courts  make  what  use  they  will 
of  this  definition.  Perhaps  tomorrow — mAfiana  or  in  the  millen- 
ium — we  shall  be  able  to  frame  abstract  definitions  and  generaliza- 
tions that  shall  be  proof  against  misuse,  but  in  the  past  they  have 
mostly  been  framed  with  reference  to  particular  errors  or  evils 
which  they  might  serve  to  combat.  This  is  obviously  true  of  the 
myths  and  slogans  that  animate  fighting  parties,  but  it  is  no  less 
true  of  the  most  carefully  qualified  abstractions.  The  qualifications 
recognize  passively  the  existence  of  facts  and  forces  which  the 
abstraction  does  not  actively  interpret.  For  that  reason  new 
issues  must  bring  forth  new  selections  of  significant  material  em- 
bodied in  new  myths,  new  fighting  slogans,  and  new  abstractions. 
It  is  this  which  determines  the  range  of  study  in  the  ^^social  sci- 
ence of  business." 

Indeed,  the  most  one-sided  parts  of  economic  theory  are  not  the 
parts  that  deal  consciously  with  the  question  whether  private  en- 
terprise is  better  than  public  enterprise  in  any  given  case,  but 
rather  the  parts  where  they  feel  themselves  to  be  abstractly  and 
impartially  describing  the  economic  system  ^^as  it  is."  For  here 
they  are  not  on  their  guard  as  to  the  use  or  abuse  that  may  be 
made  of  their  doctrines.  One  of  the  best  examples  of  this  uncon- 
scious attitude  may  be  found  in  Smart's  ^^Second  Thoughts  of  an 
Economist"  where  he  says '} 

"What  I>  for  my  part,  found  in  Political  Economy  was  a  science 
whose  main«object  was  not  defence  of  any  particular  system,  but  ex- 
planation of  how  men,  consciously  and  unconsciously,  work  into  one  an- 
other's hands,  and  get  and  give  each  his  daily  bread.  I  saw  it  analyz- 
ing what  we  do  in  the  every-day  life  of  making  an  income  and  spend- 
ing it ;  gathering  up  facts  into  categories  and  generalizations ;  drawing 
deductions  of  what  men  in  general  will  do  in  the  future  from  observa- 
tion of  what  they  have  done  in  the  past.  All  this  seemed  to  me  as  im- 
personal as  anatomy,  as  the  writing  of  history,  as  the  observation  of  the 
tides — and  as  necessary." 

1  Page  5. 
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In  other  words,  political  economy  does  not  defend  the  existing 
system  but  it  selects  for  explanation  the  elements  of  cooperation  in 
it,  which  ^re  the  elements  that  everybody  approves  of.  The  Aus- 
trian theory,  which  Smart  presents,  is  relevant  to  these  good  de- 
ments in  the  existing  system,  and  it  is  not  positively  and  construct- 
wely  relevant  to  any  other  side  of  the  case.  It  is  this  highly  se- 
lective and  highly  partial  theory  which  Smart  seems  to  have  found 
as  impersonal  as  anatomy  and  it  does  credit  to  his  saving  sense  of 
relevance  to  the  needs  of  humanity  that  he  felt  something  lacking 
in  this  theory  and  was  moved  to  step  outside  of  its  limitations  in 
his  last  book.  On  the  other  hand,  a  writer  like  Veblen,  who  also 
thinks  that  his  analysis  of  the  facts  of  the  existing  system  is  as 
impersonal  as  anatomy,  concentrates  his  attention  on  a  different 
set  of  aspects  and  forces  in  the  industrial  world,  and  gets  a  result 
of  a  very  different  color. 

Each  generation  of  economists  succeeds  to  a  new  assortment  of 
practical  problems  to  which  its  doctrines  are  to  be  applied.  Let 
a  man  start  with  early  mediaeval  ideas  of  trade  (to  which  one 
sometimes  sees  a  certain  tendency  to  revert)  holding  that  one 
man's  gain  is  prima  facie  another's  loss ;  that  the  exaction  of  the 
best  possible  bargain  (even  though  it  be  the  equating  point  of 
supply  and  demand)  is  obviously  evil,  and  that  whatever  benefit 
can  come  of  private  business  must  be  sought,  not  because  of  men's 
freedom  to  seek  their  own  interests  but  in  spite  of  it,  through 
the  direct  and  omiiipresent  intervention  of  church,  government,  or 
gild.  Let  him  also  feel  the  hampering  effects  and  see  the  abuses 
of  such  a  system  of  control. 

Now  let  such  a  person  become  aware  for  the  first  time  of  the 
wonder  of  tolerable,  though  unintentional  cooperation  in  which 
the  frankest  selfishness  yields  surprisingly  decent  results  through 
the  efficient  but  unplanned  organization  that  the  exchange  sys- 
tem carries  with  it.  Let  him  note  the  genuine  service  rendered 
by  the  price  that  equates  supply  and  demand,  by  noting  its  superi- 
ority to  those  crude  attempts  at  regulation  which  are  the  only 
ones  he  knows.  Let  him  grasp  the  element  of  mutual  aid  running 
through  exchange  and  see  its  organizing  possibilities.  Let  him 
contrast  these  with  the  crippling  effects  of  those  crude  attempts 
at  interference  which  will  inevitably  furnish  his  standard  of  com- 
parison and  therefore,  unconsciously^  will  represent  the  zero  point 
from  which  he  measures  the  plus  and  minus  quantities  of  social 
benefit  and  social  cost. 
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Let  him  be  gifted  with  a  mind  of  interpretative  force,  and  in 
what  terms  will  he  frame  his  interpretation?  What  will  be  the 
dominant  abstractions  of  his  system?  Obviously,  those  which  em- 
body the  facts  that  he  has  to  present  to  an  unseeing  world.  The 
validity  of  price  as  an  economic  organizing  force  is  his  contribu- 
tion, not  its  imperfections.  The  Wealth  of  Nations  was  such  a 
study.  The  worst  abuses  of  the  time  were  those  of  local  and  na- 
tional regulation  of  industry,  and  the  powers  of  individualism 
were  tugging  at  the  leash  with  no  chance  to  show  what  they  would 
do  or  how  far  they  would  go  when  they  were  set  free.  Adam 
Smith's  entire  philosophy  was  relevant  to  this  situation  in  that  it 
promoted  individualism  more  strongly  than  any  economist  would 
do  at  the  present  day,  when  individualism  has  shown  us  what  it 
will  do  for  good  and  for  harm  and  where  it  needs  to  be  supple- 
mented and  where  it  needs  to  be  restrained. 

The  old-fashioned  economic  man  is  one  of  the  abstractions 
which  express  this  particular  side  of  the  truth,  though  with  an 
absoluteness  not  found  in  real  life.  It  is  a  true  conception  as 
over  against  the  errors  of  the  Mercantilist  theory,  and  it  is  equal- 
ly true  (in  that  it  contains  truth)  as  over  against  present-day 
criticisms  of  the  purely  negative  sort  that  would  sweep  away  all 
the  standing  body  of  theory  and  put  in  its  place  no  equivalent, 
merely  because  the  psychological  basis  of  utility  theory  is  at  fault. 
The  statement  that  value  has  nothing  to  do  with  utility  is  an  er- 
ror, and  the  arguments  in  support  of  it,  drawn  from  the  high 
value  of  diamonds  and  the  low  value  of  coal  and  water,  are  falla- 
cious. As  over  against  such  a  doctrine  the  conception  of  marginal 
utility,  as  the  key  to  the  relation  between  prices  and  wants,  em- 
bodies a  vital  and  important  truth.  But  it  does  not  embody  all 
we  need  to  know  of  the  relation  of  wants  to  prices.  Taken  as  a 
statement  of  the  way  in  which  consumption  is  guided,  it  is  inade- 
quate, and  therefore  any  doctrine  which  takes  it  as  the  ultimate 
and  absolute  law  of  consumption  is  false,  as  over  against  more 
constructive  statements  based  on  a  better  attested  view  of  human 
nature,  amending  the  general  case  for  free  exchange  in  definite 
directions  and  furnishing  a  basis  for  needed  and  practical  meas- 
ures of  constructive  reform. 

But  such  a  conception  as  the  economic  man  becomes  more  for- 
malized and  crystallized  with  the  passage  of  time,  and  structures 
of  deduction  are  increased  upon  it,  becoming  more  elaborate  and 
more  brittle,  long  after  its  chief  active  purpose  has  been  attained 
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in  the  freeing  of  trade  from  mercantilist  shackles,  and  it  has  sab- 
sided  into  the  more  passive  role  of  furnishing  a  prima  facie  case 
in  favor  of  the  competitive  order  as  over  against  projects  of  revo- 
lution or  fundamental  reform.  Meanwhile  the  new  generations  are 
arising. 

What  is  their  vision?  The  marvel  of  spontaneous  cooperation 
is  no  marvel  to  them.  Their  textbooks  have  presented  them  with 
its  concentrated  essence  in  a  purity  more  or  less  frankly  unreal. 
This  furnishes  their  intellectual  point  of  departure.  The  direction 
in  which  the  world  about  them  departs  from  this  formula  is  toward 
apparent  variations  from  type,  which  fail  to  produce  the  ex- 
pected efficiency  and  instead  cause  waste  and  social  loss  rather 
than  pure  mutual  gain  in  the  process  of  free  exchange.  The  older 
student  was  interested  primarily  in  the  fact  that  prices  do  reach 
an  approximate  equilibrium.  The  newer  is  interested  in  the  bad 
quality  of  housing  accommodations  as  a  disastrous  and  unneces- 
sary phase  of  laissez  faire;  in  the  effects  of  seasonal  fluctuations 
of  industry  as  an  imperfectly  compensated  cost  of  production;  in 
the  wastes  of  competition  and  in  methods  of  diminishing  them. 

The  older  theorist  had  written  down  as  his  ^^balance  carried 
forward"  a  theory  of  the  pernicious  effects  of  free  enterprise,  and 
such  tolerably  good  tendencies  as  he  discovered  were  clear  gain. 
The  modern  theorist  carries  forward  a  theory  of  one  hundred  per 
cent  efficiency  for  competitive  institutions  and  is  alert  to  all 
shortages,  for  they  appear  as  a  clear  deficit.  The  conceptions 
adopted  by  the  one  embody  the  elements  responsible  for  the  har- 
monies he  finds ;  those  demanded  by  his  present-day  successor  must 
embody  also  the  qualities  responsible  for  the  many  and  various  dis- 
harmonies, and  hence  must  be  at  once  less  simple  and  universal 
and  more  realistic  and  particular. 

III.     Some  Tools  of  Social  Economics 

The  central  problem  of  social  economics  is  the  organization  of 
the  economic  forces  of  society  to  get  and  to  do  the  things  that 
are  wanted.  Price  is  of  interest,  not  so  much  for  its  own  sake  as 
in  view  of  the  part  it  plays  in  this  work  of  organization.  Value 
economics  is  primarily  interested  in  the  determining  causes  of 
price ;  social  economics  is  primarily  interested  in  its  function  as  an 
organizing  agency.  Since  value  economics  analyzes  this  function 
so  far  as  market  values  may  be  taken  as  a  gattge  of  social  purposes 
and  desires^  social  economics  must  make  its  contribution  by  in-* 
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terpreting  the  social  values  which  market  value  distorts  or  ignores, 
and  the  resulting  discrepancies  between  market  value  and  a  more 
comprehensive  view  of  social  values,  between  competitive  efficiency, 
national  efficiency,  and  perhaps  world  efficiency. 

Some  maintain  that  the  study  of  these  discrepancies  is  a  matter 
of  ethics  and  not  economics,  largely  because  it  seems  to  involve 
sitting  in  judgment  on  individuals'  wants  and  criticising  the  sys- 
tem of  gratification  because  the  wants  that  animate  it  are  bad. 
But  there  is  a  great  deal  more  to  the  matter  than  that.  For  ex- 
ample, in  some  places  an  owner  of  real  estate  can  secure  an  ^^ease- 
ment  of  light  and  air"  protecting  him  against  what  would  other- 
wise be  an  uncompensated  damage  to  his  property  when  someone 
puts  up  a  high  building  on  the  adjoining  lot.  This  damage  to 
property  is  an  economic  fact  where  the  owner  is  so  protected,  but 
where  the  law  does  not  make  such  protection  possible,  shall  we  be 
told  that  this  same  damage  is  not  an  economic  fact  at  all,  but 
purely  an  ethical  one?  Such  an  attitude  would  stultify  any  at- 
tempt to  make  economics  fully  and  actively  relevant  to  social 
changes.  It  could  not  even  report  as  a  descriptive  fact  the  ex- 
istence of  the  value  which  the  old  system  sacrificed  and  which  re- 
formers wanted  to  protect,  imtil  after  the  reformers  had  succeeded 
in  protecting  it.  Such  a  report  would  be  fatally  biased  by  leav- 
ing out  elements  unfavorable  to  the  existing  order. 

What  are  some  of  the  conceptions  that  furnish  tools  for  the 
study  of  social  economics?  Time  permits  only  the  bare  mention 
of  a  few  and  one  of  the  most  far-reaching  has  just  been  men- 
tioned. It  is  the  conception  of  the  inappropriables :  of  costs  and 
services  that  are  not  fully  compensated  because  our  legal  system 
does  not  or  cannot  surround  them  with  the  rights  and  protection 
that  go  with  full  private  property.  It  may  not  be  the  part  of 
economic  science  to  assume  to  set  a  quantitative  value  on  these 
things,  but  it  is  a  very  important  part  of  its  task  to  study  them 
as  economic  facts  which  furnish  the  raw  material  for  social  valu- 
ations different  from  the  valuations  of  the  market. 

Another  important  principle  is  the  principle  of  alternatives, 
which  states  that  values  and  costs  must  always  be  interpreted  with 
reference  to  the  range  of  alternatives  that  are  open.  This  fur- 
nishes another  reason  why  social  valuations  and  individual  valua- 
tions differ,  because  the  range  of  alternatives  open  to  society  is 
different  from  that  open  to  individuals.  The  individual  may  es- 
cape from  costs  that  society  has  to  bear,  or  vice  vena;  the  indi- 
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vidual  may  choose  under  the  pinch  af  want  or  under  bad  bar- 
gaining conditions,  when  it  is  not  socially  necessary  that  he  should 
be  confined  to  such  a  stern  choice  of  evils. 

Another  principle  is  that  economic  effort  is  not  merely  guided 
by  personal  choices  as  they  appear  in  the  market,  but  itsdf  guides 
those  choices.    The  study  of  the  institution  of  "free  choice"  from 
the  educative  point  of  view  opens  up  an  endless  vista  of  fruitful 
study.     The  study  of  knowledge  as  a  productive  asset  opens  up 
another  vista.     Knowledge  is  different  from  material  means  of 
production,  for  it  is  inexhaustible,  is  generally  not  fully  appro- 
priable, and  does  not  conform  to  the  formula  of  marginal  pro- 
ductivity as  that  is  applied  to  the  material  forms  of  capitaL    In- 
dustrial morale   is   another   tremendously   important   social-eco- 
nomic asset  whose  laws  are  largely  unformulated*     Then  there 
is  the  possibility  of  objective  standards  of  value  furnished  by 
science.     Science  can  never  dictate  to  humanity  the  choice  of  the 
ultimate  ends  of  life,  either  individual  or  social,  but  it  may  de- 
termine objectively  the  value  of  means  to  ends  where  the  ends  are 
known,  and  it  may  serve,  in  this  field,  to  revise  individual  values 
as  they  are  expressed  in  a  free  market.     Our  present  system  of 
industrial  priorities  is  a  system  of  non-market  values,  recording 
judgment  of  the  objective  importance  of  things  as  means  to  win- 
ning the  war  or  guaranteeing  the  absolute  necessities  of  life  to 
the  peoples  of  the  world.     But  apart  from  war  or  worldwide 
food  shortage,  the  health  values  can  be  measured  objectively  by 
the  medical  profession,  and  it  is  a  fair  assumption  that  most  peo- 
ple want  health. 

Social  economics  must  try  to  distinguish  things  that  are  due  to 
our  existing  institutions  from  things  that  are  independent  of 
them.  To  do  this  it  is  necessary  to  know  something  about  insti- 
tutions other  than  our  own,  including  possible  experiments  that 
may  be  as  yet  untried.  Thus  the  social  economics  of  the  existing 
order  cannot  be  confined  to  a  study  of  the  existing  order  itself. 
For  example,  some  form  of  accounting  involving  estimates  of 
marginal  productivity  is  necessary  to  efficient  organization  under 
any  system,  socialist  or  otherwise.  But  the  exchange-value  meas- 
ure of  productivity  depends  on  private  enterprise  and  the  use  of 
this  gauge  of  productivity  as  the  standard  for  distributing  re- 
wards depends  on  private  enterprise  and  competition. 

Finally,  social  economics  should  know  something  of  social  pur- 
poses, if  it  is  to  report  on  the  effects  of  business  in  furthering  or 
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thwarting  those  purposes  and  is  not  to  confine  itself  to  such  pur- 
poses as  are  expressed  via  individual  demands  in  a  free  market. 
We  have  lately  had  a  stupendous  object-lesson  in  the  contrast  be- 
tween the  economy  best  fitted  to  serve  the  dominant  purposes  of 
war  and  the  economy  naturally  adopted  by  peaceable  and  demo- 
cratic nations.  This  is  only  one  example  of  an  organic  social 
purpose  the  promotion  of  which  is  not  guaranteed  by  the  type 
of  efficiency  that  private  enterprise  promotes.  Because  it  has  not 
been  oriented  by  a  realistic  and  independent  study  of  social  pur- 
poses economic  theory  has  seemed  to  be  directed  toward  one  limited 
set  of  social  purposes,  often  stigmatized  as  materialistic,  commer- 
cial and  unworthy. 

IV.     Certain  Stumblingblocks 

So  much  for  the  positive  side:  the  principles  to  be  followed. 
There  are  certain  stumfblingblocks  in  the  traditional  methods  of 
theory :  certain  things  to  be  avoided.  One  lies  in  the  definition  of 
wealth  as  consisting  in  objects  of  desire,  limited  in  supply,  appro- 
priable and  exchangeable.  The  danger  lies  in  assuming  that 
these  characteristics  are  coextensive,  and  is  illustrated  by  the  fact 
that  writers,  in  showing  what  they  mean  by  things  that  are  not 
appropriated,  regularly  cite  examples  of  free  goods.  This  directs 
attention  away  from  those  inappropriables  which  are  not  free 
goods  and  around  which  so  much  of  economic  policy  centers. 

Another  thing  of  more  than  doubtful  value  is  the  tendency  to 
treat  human  values  and  costs  in  the  language  of  accounting.  This 
tempts  one  to  forget  that  costs  in  accounting  are  measured  from 
an  absolute  base  line  set  by  the  maintenance  of  the  assets  of  the 
business  intact.  There  is  no  such  base  line  in  human  accounting, 
and  the  deficit  economy  is  a  human  reality  which  the  idea  of  a 
consumer's  surplus  fails  to  report.  From  this  point  of  view  the 
whole  conception  of  "psychic  income"  is  dangerous.  Then  there 
is  the  fact  that  the  study  of  utility  seems  to  be  oriented  by  the 
question:  "To  what  is  value  equal?"  rather  than  by  the  broader 
question:  "How  does  value  function  in  relation  to  human  wants?" 
Another  stumblingblock  lies  in  treating  social  efficiency  as  a  sum 
of  individual  efficiencies.  This  is  a  mistaken  outgrowth  of  a  very 
true  idea :  namely,  the  idea  that  things  serve  society  in  proportion 
as  they  serve  the  individuals  in  society.  The  logical  error  is  pre- 
cisely the  same  as  would  be  involved  in  arguing  that  a  railroad  line 
is  well  located  because  none  of  the  locomotive  engineers  find  it 
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worth  while  to  run  their  engines  off  the  rails  in  search  of  a  better 
location.  A  final  stumblingblock  is  the  attempt  to  keep  economics 
pure  by  avoiding  the  subjects  of  sociology,  jurisprudence,  ethics, 
psychology,  and  what  not.  This  defeats  its  own  end,  if  it  goes  so 
far  that  when  the  economist  needs  an  assumption  from  these  fields 
he  manufactures  it  himself,  for  he  is  likely  to  produce  an  assump- 
tion that  involves  bad  psychology,  or  bad  jurisprudence,  or  bad 
sociology.  He  needs  to  have  sufilciently  close  relations  to  these 
fields  to  borrow  his  assumptions  from  competent  specialists  in 
order  that  his  own  work  may  be  in  his  own  field  of  special  com- 
petence. 

y.     Conclusions 

If  theory  is  moulded  on  the  lines  suggested,  what  will  it  look 
like?  It  will  not  be  a  complete  set  of  finished  doctrines,  nor  of 
quantitative  laws,  and  will  contain  more  qualitative  analysis  than 
quantitative.  It  will  spend  so  much  time  in  establishing  its  as- 
sumptions on  a  realistic  basis  that  there  will  foe  less  to  spend  in 
elaborating  the  minutiae  of  the  laws  that  may  be  deduced  from 
them.  It  will  furnish  the  student  with  tools  of  thought  rather 
than  with  the  finished  product;  with  knowledge  of  the  general 
features  of  the  institutions  he  is  studying;  and  with  principles  of 
a  widely  varying  sort,  embodying  many  ways  in  which  business 
aifects  human  desires,  directly  and  indirectly.  Possibly  its  study 
of  methods  may  go  so  far  as  to  set  up  standards  of  scientific  pro- 
cedure in  a  field  where  work  is  now  regarded  as  not  genuinely 
scientific.  Sometime  there  may  be  a  recognized  economic  method- 
ology which  may  occupy  a  truly  central  place  in  economic  thought. 


THE  PSYCHOLOGICAL  BASIS  FOR  THE  ECONOMIC 
INTERPRETATION  OF  HISTORY 

By  W11.IJAM  F.  Ogbubn 

The  University  of  Washington 

The  phrase,  "the  economic  interpretation  of  history/'  is  a  con- 
densation in  a  single  phrase  of  a  complex  series  of  ideas.  The 
complexity  of  the  subject,  the  emotional  setting  of  the  material, 
and  the  descriptive  inadequacy  of  the  phrase,  have  led  to  a  good 
deal  of  misunderstanding.  The  problem  is,  therefore,  certainly 
first  of  all  one  of  analysis.  However,  this  paper  does  not  attempt 
a  general  analysis,  although  the  many-sidedness  of  the  subject  is 
realized.  The  purpose  here  is  only  to  develop  the  psychological 
basis  of  one  phase  of  the  subject. 

More  specifically,  the  thesis  is  that  the  development  of  abnormal 
psychology  within  the  past  decade  or  so  has  developed  a  psycho- 
logical foundation  for  the  doctrine,  hitherto  lacking.  In  the  first 
half  of  the  paper  this  psychological  foundation  will  be  presented 
by  setting  forth  certain  mental  mechanisms  which  recent  researches 
in  the  field  of  abnormal  psychology  have  developed.  It  will  then 
be  argued  that  these  newly  discovered  mental  mechanisms  are  the 
ones  which  account  for  the  collective  behaviour  which  we  study 
under  the  title,  "the  economic  interpretation  of  history."  The 
latter  half  of  the  paper  will  consider  certain  illustrations  of  the 
economic  interpretation  of  history,  and  will  show  how  these  same 
mental  mechanisms  operate  in  the  collective  behaviour  of  history, 
as  well  as  in  individual  behaviour.  And  the  claim  will  be  made 
that,  as  a  working  hypothesis,  the  economic  interpretation  of  his- 
tory has  been  very  greatly  strengthened  by  these  researches. 

Earlier  psychology,  dating  from  Darwin  and  Spencer,  not  only 
did  not  provide  such  a  psychological  basis,  but,  indeed,  furnished 
a  distinct  basis  of  criticism,  which  seemed  to  weaken  the  hypothesis. 
This  psychology  stressed  the  multiplicity  and  variety  of  the  in- 
stincts. These  instincts  are  usually  listed  in  the  hundreds.  And 
the  point  of  application  to  the  economic  interpretation  theory 
was  this.  If  man  has  these  many  and  various  instincts,  why 
single  out  one,  the  desire  for  food,  and  build  a  whole  interpretation 
of  history  on  one  alone?  In  other  words,  the  economists  were  ac- 
cused of  using  "bad  psychology"  in  neglecting  the  other  instincts. 
But  one  obvious  defect  of  the  criticism  is  the  attempt  to  identify 
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the  economic  motive  with  the  desire  for  food,  or  any  one  single 
instinct.  For  the  economic  motive,  at  least  in  modem  times,  is 
the  desire  for  money  or  what  money  will  buy,  and  money  will  buy 
not  only  material  good,  but  satisfaction  for  nearly  every  instinct. 

The  older  psychology  also  stressed  the  separateness  of  the  in- 
stincts. Exposed  to  a  certain  stimulus,  our  reaction  would  be 
along  the  paths  of  one  instinct ;  exposed  to  another  stimulus,  re- 
action would  follow  another  instinct.  And  the  instincts  were 
sometimes  thought  of  as  being  all  of  the  same  plane.  These  ideas, 
more  or  less  carelessly  applied,  seemed  to  strengthen  the  criticism 
which  considered  the  economic  motive  as  simply  one  of  many 
separate  instincts.  While  the  relations  of  the  instincts  one  to  an- 
other are  by  no  means  clear  as  yet,  nevertheless  the  recent  achieve- 
ments in  physiological  psychology,  particularly  in  this  country 
in  the  work  of  Cannon  and  Crile,  as  well  as  in  abnormal  psy- 
chology, point  distinctly  in  the  direction  of  a  considerable  inter- 
relation and  inter-dependence  of  the  instincts.  These  relation- 
ships are  such  as  to  weaken  the  older  concept  of  their  being  sepa- 
rate and  on  the  same  plane.  In  other  words,  it  would  now  seem 
more  permissible  to  think  of  the  economic  motive  as  harnessing  in 
its  train,  at  various  times,  quite  a  variety  and  number  of  the  in- 
stincts. 

But  it  is  not  along  these  lines  of  application  that  the  major 
purpose  of  this  paper  is  concerned.  The  major  purpose  is  to  set 
forth  certain  of  the  newly  discovered  mechanisms,  the  unconscious, 
the  censor  displacement,  projection,  compensation,  the  use  of  sym- 
bols and  rationalization,  which  have  been  developed  by  Freud,  Jung, 
Ferenczi,  Adler,  Abraham,  Pfister,  Blueler,  Jones,  Brill,  Frink  and 
others,  and  to  show  how  the  instincts  function  through  them,  and 
how  these  mechanisms  offer  an  explanation  of  the  social  behaviour, 
called  the  economic  motivation.  In  so  brief  a  paper  it  will  not  be 
possible  to  define  these  concepts  very  fully,  however  desirable  it 
may  seem  in  dealing  with  such  strange  concepts  and  discoveries. 
I  shall  define  the  concepts  in  a  few  words  and  then  give  a  few  il- 
lustrations, not  claiming  in  any  case  that  the  proof  is  developed 
in  the  paper.  To  develop  a  proof  of  a  partichlar  illustration 
often  requires  many  pages  or  even  a  book.  In  the  extensive  liter- 
ature are  many  cases  of  scientific  treatment  and  proof.  Some  of 
my  audience  may  not  be  familiar  with  the  general  background  and 
material,  and  to  these  I  will  say  that  my  experience  in  such  events 
has  been  that  some  of  the  illustrations  inevitably  have  seemed  xwr 
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convincing,  font  a  further  reading  of  the  literature  usually  makes 
them  appear  convincing.  It  may  also  be  that  those  who  have 
been  accustomed  to  dealing  with  subjects  of  such  high  dignity  as 
state  crafty  trade  relations  of  nations,  or  general  economic  con- 
ditions, will  find  that  illustrations  concerning  sex  and  the  be- 
haviour of  nervous  women  seem  quite  trivial.  In  anticipation,  it 
may  seem  desirable  to  state  that  it  is  quite  necessary  to  draw  il- 
lustrations from  these  subjects,  because  such  has  been  the  field  of 
the  research  which  has  developed  them.  And  as  to  their  triviality, 
such  an  attitude  is  unwarranted,  just  as  much  so  as  to  consider 
monographs  on  the  earthworm  or  the  amoeba  as  being  trivial. 
These  psychologists  are  engaged  in  the  important  task  of  work- 
ing out  cures  for  insanity  and  in  curing  cases  of  nervousness, 
which  are  increasing  at  such  a  rapid  rate  in  our  modern  life. 
They  are  concerned  with  the  very  real  problem  of  lessening  human 
misery  and  bringing  happiness,  and  bid  fair  to  do  it  just  as  truly 
as  will  be  done  by  the  increase  of  material  possessions  or  the  ex- 
tension of  political  liberty.  Indeed,  the  discoveries  of  Freud  have 
many  times  been  claimed  to  be  as  significant  as  the  discovery  of 
the  theory  of  evolution  by  Darwin  and  Wallace. 

While  many  of  the  illustrations  are  from  abnormal  personali- 
ties, it  is  very  important  to  remember  that  the  psychologically  in- 
sane are  considered  to  differ  from  the  normal  only  in  degree,  and 
that  therefore  the  study  of  insanity  is  analogous  to  the  use  of  the 
microscope  in  the  laboratory. 

TJie  tt/nconscioiM, — ^A  great  many  of  our  desires  are  uncon- 
scious. They  function  in  such  a  manner  that  we  are  unconscious 
of  their  real  nature.  Many  of  these  desires  cannot  be  brought  to 
consciousness  without  the  aid  and  assistance  of  someone  else. 
Some  desires,  though  forgotten,  do  not  die,  but  live  on  in  an  un- 
conscious state.  A  vast  amount  of  human  behaviour  is  occasioned 
by  unconscious  motives.  In  some  cases  a  series  of  repressed  de- 
sires integrate  into  a  sort  of  subconscious  personality. 

That  unconscious  desires  may  exist,  is  seen  in  cases  of  double 
or  multiple  personality,  of  the  "Dr.  Jekyll  and  Mr.  Hyde"  type. 
The  case  of  the  Reverend  Ansel  Bourse,  cited  by  Hart,^  and 
Janet's'  Ir^ne  are  cases  in  point,  as  are  the  cases  studied  by 
Prince.*    Dream  analysis,  as  developed  by  Freud,  furnishes  abun- 

1  Bernard  Hart,  The  Psychology  of  Insanity  (1912)  p.  49. 

a  Pierre  Janet,  The  Major  Symptoms  of  Hysteria  (1907),  p.  39, 

8  Morton  Prince,  The  Dissociation  of  Personality  (1906),  and  The  Uneon- 

seious  (1914). 
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dant  evidence  of  the  unconscious,  as  most  of  the  dream  material 
comes  from  the  unconscious  state.  Another  illustration,  mentioned 
by  Frink/  is  that  of  a  man  who  was  exceptionally  violent  in  rail- 
^g  against  all  manifestations  of  authority.  The  exceptional  na- 
ture of  his  reaction  was  shown  upon  analysis  to  be  due  to  a  re- 
pressed feeling  against  a  very  dominating  and  authoritative  par- 
ent ;  the  repressed  feeling,  though  long  forgotten,  had  lived  on  in 
the  unconscious  since  early  childhood,  and  manifested  itself  in  an 
exceptional  rebellion  against  various  forms  of  authority.  The 
love  of  a  woman  for  a  pet  lap  dog  is  often  the  manifestation  of  a 
repressed,  and,  perhaps,  unconscious,  desire  for  children.  These 
illustrations  all  bear  evidence  of  a  body  of  desires  in  the  uncon- 
scious state.  The  fact  that  so  many  of  our  desires  come  from 
the  unconscious,  has  been  the  occasion  of  comparing  the  process 
of  their  functioning  to  that  of  a  magnet  placed  under  a  paper, 
upon  which  are  placed  iron  tacks.  The  tacks  move  when  the 
magnet  is  moved,  but  the  magnet,  the  force  which  causes  the 
tacks  to  move,  is  not  visible. 

Repression, — Many  of  the  desires  of  the  unconscious  are  there 
because  they  are  repressed  from  the  field  of  consciousness.  They 
are  repressed  because  of  mental  conflicts.  In  a  particular  case 
there  is  a  conflict  between  perhaps  two  sets  of  desires,  one  of  which 
may  be  antisocial,  and  the  other  may  be  highly  in  accord  with  the 
best  moral  tradition.  This  mental  conflict  causes  pain  and  per- 
haps a  loss  of  mental  energy.  Such  a  state  of  affairs  is  intolerable 
to  the  personality,  and  the  mind  acts  usually  according  to  what 
is  called  the  pleasure  principle,  that  is,  it  must  find  its  pleasure 
in  relief.  The  result  will  probably  be  that  the  antisocial  desire 
will  be  repressed  into  the  unconscious,  in  which  it  continues  to 
live,  though  forgotten.  Much  forgetting  is  therefore  purposeful. 
The  particular  repressing  agency  is  sometimes  called  the  **cen- 
sor"  or  ^^censure."  Thus,  professional  jealousy  is  sometimes  so 
successfully  repressed  that  one  does  not  admit  to  himself  its  ex- 
istence. Similarly,  humiliating  experiences,  which  are  painful  to 
remember,  are  forgotten,  as  has  been  often  noted  in  unsuccessful 
love  affairs  which  involve  loss  to  one's  hopes  and  ambitions,  or 
one's  self-respect.  In  these  cases,  if  there  was  not  repression  and 
forgetting,  the  persons  would  suffer  greatly  from  the  pain  of  the 
mental  conflict.  The  case  of  Ir^ne,  previously  referred  to,  al- 
though of  a  pathological  nature,  shows  very  clearly  the  phenome- 

«H.  W.  Frink,  Morbid  Fears  and  CotnpuMoM  (1918),  p.  149. 
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non  of  repression.  This  young  woman  nursed,  during  a  long  ill- 
ness, her  mother,  to  whom  she  was  exceptionally  devoted,  and  with 
whom  her  future  was  quite  bound  up.  The  mother  finally  died, 
under  very  trying  and  impressive  circumstances.  But  for  days 
at  a  time  afterward  the  daughter  seemed  to  be  utterly  unaware 
that  her  mother  was  dead.  Then  suddenly,  perhaps  during  a  con- 
versation with  friends,  she  would  become  transformed  as  it  were, 
and  reenact  with  consummate  histrionic  skill  the  scene  at  her 
mother's  death  bed,  living  it  over  in  minute  detail,  all  during  which 
she  would  be  obUvious  to  her  surroundings.  She  would  not  hear, 
for  instance,  remarks  addressed  to  her.  In  this  case  the  thought 
of  her  mother's  being  dead  was  so  unbearable  that  she  repressed 
the  whole  complex  from  her  mind,  and  most  successfully,  but  the 
repression  was  not  perfect,  and  suddenly  the  repressed  material 
would  come  to  consciousness  and  result  in  reenacting  the  deathbed 
scenes.  Where  conflicts  are  acute  and  intolerable,  and  the  repres- 
sion inadequate,  the  mind  cannot  stand  the  strain  and  insanity 
results.  This  analysis  of  the  cause  of  psychological  insanity  is 
described  by  Jung,"  in  his   analysis   of  a  maniacal  type,   the 

archaeologist  from  the  University  of  B .    Repressions  of  a 

minor  scale  go  on  through  our  daily  life.  Periods  of  very  great 
repression  occur  in  late  childhood.  Such  desires  as  sex,  pug- 
nacity, or  selfishness  are  often  repressed;  the  repressing  agency 
is  usually  the  desires  that  accord  with  popular  moral  sanction. 

The  disguised  activity  of  unconscious  desires, — ^These  repressed 
unconscious  desires,  though  forgotten,  do  not  die,  but  live  on,  and 
they  endeavor  to  escape  the  repression.  Thus,  the  force  which 
repressed  them  in  the  first  instance  must  continually  keep  watch 
lest  these  repressed  desires  break  out  into  consciousness  and  ex- 
press themsdves.  The  ^^censor"  acts,  therefore,  as  if  continually 
on  guard.  This  '^censorship"  is  not  always  successful,  for  many 
of  the  desires  escape.  This  they  do  by  disguising  themselves,  very 
much  as  a  Mexican  revolutionist  who  wants  to  buy  ammunition 
may  cross  the  border,  disguised  as  a  peasant  working  woman. 
The  effectiveness  of  the  disguises  of  repressed  instincts  explains 
why  psychologists  were  not  fully  aware  of  them  until  the  re- 
searches of  the  psycho-analysist  appeared,  and  the  illustrations 
which  authors  cite  of  these  disguised  desires  seem  so  unsound,  on 
first  impression,  for  the  very  reason  that  the  disguise  is  effective. 
These  disguises  which  our  motives  assume  are  the  central  feature 

B  C.  6.  Jnng,  **DeT  Inhalt  der  Psychose''  (1908). 
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of  this  paper,  because  of  the  thesis  that  the  economic  motives  of 
history  are  disguised.  A  number  of  such  disguises,  therefore,  will 
be  presented  in  detail,  to  show  their  astounding  ingenuity,  their 
very  great  prevalence,  and  the  ease  and  skill  with  which  the  human 
mind  can  perform  these  remarkable  feats. 

Displacement. — ^A  repressed  desire  may  escape  the  censor  by 
displacing  the  true  objective  of  the  desire  by  a  substitution.  Thus 
Freud  tells  of  a  patient  who  was  irresistibly  compelled  to  examine 
the  number  of  every  bank  note  that  came  under  her  observation. 
She  knew  the  act  to  be  foolish,  yet  she  could  not  help  doing  it, 
and  suffered  acutely  because  of  this  compulsion.  Upon  analysis 
it  was  found  that  she  had  suffered  from  an  imrequited  love  affair. 
The  conflict  and  pain  which  arose  caused  her  to  banish  the  pain- 
ful chapter  from  her  life,  and  she  forgot.  The  repression  was 
successful,  but  the  compulsion  neurosis  appeared.  Further  analy- 
sis showed  that  a  bank  note  played  a  significant  part  in  this  love 
chapter.  So  that  although  she  repressed  the  desire,  it  was  never 
dead,  and  made  a  partial  escape  through  a  displacement  on  to 
the  bank  note.  This  account  and  explanation  appear  very  strange. 
Yet,  that  such  explanations  are  true  accounts,  seems  to  be  indi- 
cated by  the  fact  that  cases  are  cured  after  an  immasking  of  the 
disguise.  A  number  of  such  strange  and  morbid  compulsions  have 
been  similarly  analyzed.  A  more  ordinary  illustration  from  nor- 
mal behaviours,  is  that  of  affectation  in  dress  or  gait.  Much 
affectation  in  dress  is  unconscious,  as  to  the  motive  or  particular 
desire  expressed.  One's  egotism  thus  conceals  itself  in  order  to 
get  by  the  censor,  through  a  displacement  upon  the  development 
of  a  peculiar  mannerism.  The  term  displacement  is  applied  usu- 
ally to  displacement  of  words  or  word-ideas,  chiefly  in  connection 
with  dream  analysis  and  such  mental  behaviour  as  wit,  yet  the 
term  is  being  more  widely  used  to  cover  a  displacement  on  to  an- 
other kind  of  activity  in  such  a  manner  as  to  conceal  the  true 
motive.  Thus,  Frink^  claims  a  child  with  a  strong  exhibitionist 
tendency  may  in  later  life  make  an  actor  on  the  stage*  The  ex- 
hibitionist tendency,  being  incompatible  with  current  morals,  is 
repressed  in  late  childhood,  and  later  finds  an  outlet  through  a 
displacement  on  histrionic  activities.  Similarly,  Freud  advances 
the  idea,  in  his  brilliant  study  of  Leonardo  da  Vinci,  that  Leonar- 
do's great  scientific  interest  was  a  sublimated  sexual  curiosity  of 
childhood.  Some  of  the  disguises  here  called  displacement  are 
truly  marvelous,  and  certainly  at  first  hardly  believable. 

6  Frink,  op,  cit,  p.  146. 
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Symbolism. — ^The  use  of  symbols  as  a  disguise  is  a  type  of  dis- 
placement, yet  so  prevalent  as  to  deserve  especial  mention.  How 
an  emotion  will  in  great  strength  become  concentrated  upon  a 
symbol  as  an  objective,  is  readily  seen  in  love  keepsakes,  or  in  a 
national  emblem,  like  a  flag.  There  is,  of  course,  in  these  two  il- 
lustrations, little  of  a  disguise  of  the  emotion,  except  that  in  any 
moment  of  response  to  a  symbol,  the  great,  full  knowledge  of  the 
emotion  cannot,  of  course,  be  in  consciousness.  Many  symbols, 
however,  are  complete  disguises.  Thus  clinical  analyses  have 
demonstrated  the  almost  universal  prevalence  of  certain  sex  sym- 
bols, such  as  the  snake,  the  sword,  and  horseback  riding.  I  can- 
not here  explain  how  these  are  sex  symbols,  but  I  only  wish  to 
state  that  all  students  of  psycho-analysis  agree  that  these  are 
sexual  disguises. 

Projection. — Quite  a  different,  though  vety  important,  type  of 
concealment,  is  known  as  projection.  In  this  case  a  person  con- 
ceals a  desire  by  projecting  it  on  to  others.  To  quote  Hart,  in 
his  Psychology  of  Insanity:  "Thus  the  parvenu,  who  is  secretly 
conscious  of  his  own  social  deficiencies,  talks  much  of  'bounders' 
and  'outsiders'  whom  he  observes  around  him,  while  the  one  thing 
which  the  muddle-headed  man  cannot  tolerate  is  a  lack  of  clear 
thinking  in  other  people."  An  illustration  from  Frink's  Morbid 
Fears  and  Compulsions''  is  that  of  an  attractive  young  widow, 
who  wished  to  move  from  a  small  town,  claiming  to  be  annoyed  by 
the  gossip  that  she  was  a  "designing  widow."  There  was  really 
no  substantial  evidence  of  gossip,  but  upon  analysis  it  was  shown 
that  unconsciously  she  did  wish  to  remarry,  but  would  not  so  soon 
admit  the  desire  to  consciousness,  and  the  repressed  wish  ex- 
pressed itself  as  a  projection  on  to  others.  Th^  reason  of  her 
peculiar  disguise  was  this :  the  desire  to  remarry  would  have  pro- 
duced a  conflict  with  her  social  code.  To  permit  this  secret  wish 
conscious  outlet  would  have  resulted  in  abuse  of  herself,  because 
of  the  social  code.  To  spare  herself  this  pain  of  conflict,  she  pro- 
jected the  desire  on  to  the  small  town  populace,  where  she  could 
rebuke  it,  and  at  the  same  time  spare  herself  the  pain  of  her  own 
mental  conflict.  Much  of  the  phenomena  of  paranoia  and  in- 
sanity, involving  delusions  of  persecution,  have  this  specific  oti- 
ology. 

Compensation. — The  analysis  of  the  disguise  known  as  com- 
pensation has  been  developed  particularly  by  Adler  in  his  book, 

T  Prink,  p.  157. 
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The  Neurotic  Constitution.  The  idea  k  that  a  defect  or  weakness 
is  compensated  for  by  the  development  of  another  organ  or  trait, 
thus  a  leaky  heart  valve  is  partly  compensated  for  by  the  streng- 
thening of  the  heart  muscle.  It  is  observed  that  our  emotions 
seem  to  occur  in  pairs,  love  and  hate,  fear  and  anger,  htmiility  and 
arrogance.  An  unusual  desire  of  one  of  these  pairs  may  be  ob- 
scured by  an  exaggeration  of  the  opposite,  a  sort  of  imaginary 
compensation  for  its  absence.  Thus  we  are  sometimes  unusually 
polite  and  courteous  to  persons  we  do  not  like,  and  our  real  mo- 
tive is  disguised.  The  absence  of  a  friendly  feeling  will  be  com- 
pensated  for  by  an  exaggeration  of  courtesy.  A  very  common 
form  of  compensation  frequently  seen  in  clinics  among  neurotics 
is  an  exaggerated  concern  for  the  health  of  a  particular  person, 
which  serves  to  cover  up  a  secret  and,  perhaps,  unconscious  wish 
of  a  contrary  nature.  A  very  good  man,  professing  a  religion  of 
humility,  will  sometimes  compensate  for  a  repressed  ego  by  a 
developed  intolerance  and  arrogance  in  the  name  of  goodness. 

Rationalization. — ^Perhaps  the  most  widely  used  disguise  among 
normal  persons  is  that  of  giving  a  fictitious,  but  plausible,  ex- 
planation for  conduct,  instead  of  giving  the  true  reason  or  mo- 
tive, a  device  called  rationalization.  It  is  as  though  we  do  what 
we  want  to  do,  and  afterward  give  a  reason  that  is  plausible  to 
the  opinions  of  others,  as  well  as  to  the  censor.  And  it  is  sur- 
prising how  often  we  are  ignorant  of  the  true  motive.  Thus  a 
man  claimed  to  have  voted  for  President  Wilson  because  of  the 
President's  exceptional  ability,  but  analysis  showed  the  real  reason 
to  be  the  fact  that  the  man  was  really  unconsciously  cowardly,  and 
felt  that  Wilson  had  kept  us  out  of  war.  A  man  will  go  fishing 
on  Sunday  because  he  wants  to,  but  gives  as  his  reason  the  fact 
that  it  is  good  for  his  health.  Perhaps  the  most  -ingenious  of  all 
rationalizations  are  those  of  sufferers  from  persecutory  delusions. 
I  knew  a  tailor  once,  who  thought  enemies  were  going  to  do  him 
harm.  A  bystander  waiting  in  front  of  his  shop  was  planning  to 
bum  his  shop.  A  very  generous  customer  would  be  spying.  It 
was  impossible  to  convince  such  a  person  by  argument.  The  real 
reason  of  his  fear  was  inward  and  unknown  to  him,  and  not  the 
behaviour  of  the  bystander  or  the  customer.  Rationalizations  are 
as  prevalent,  though  oh  a  different  scale,  among  normas  persons  as 
among  paranoiacs.  There  are  other  disguises,  such  as  transfer- 
encCf  identification^  and  various  distortion  devices;  but  as  they 
are  seldom,  if  ever,  found  in  disguising  the  economic  motives  of 


Psychological  Basis  for  Economic  Interpretation        S99 

history,  I  shall  not  illustrate  them.  It  is  hoped  that  the  fore- 
going list  of  mental  mechanisms  will  have  shown  the  really  remark- 
able and  astounding  feats  which  the  mind  will  perform  to  dis- 
guise motives,  and  that  the  presentation  will  give  some  hint  of 
their  great  prevalence  in  human  behaviour.  It  is  the  scientific  de- 
termination of  these  various  disguises  which  is  the  great  contribu- 
tion of  psycho-analysis  for  the  theory  of  the  economic  motivation 
of  history.  For  if  the  human  mind  so  lavishly  disguises  our  vari- 
ous motives,  the  theory  that  economic  motives  of  history  are  dis- 
guised does  not  appear  so  incredible.  Economists  have  claimed 
that  sugar  partly  caused  the  Spanish  American  war,  and  Boudin^ 
has  claimed  the  selling  of  textiles  made  the  peace  epoch  of  the 
Gladstone  era,  while  the  selling  of  iron  brought  the  warlike  spirit 
of  the  present  day.  Whether  these  particular  illustrations  be 
true  or  not,  they  may  not  seem  so  incredible  when  we  recall  that 
a  love  motive  finds  an  outlet  in  an  obsession  to  examine  the  num- 
bers on  bank  notes,  and  that  a  childish  sexual  curiosity  finds  an 
outlet  in  scientific  research. 

Turning  now  to  the  analysis  of  the  economic  side  of  the  paper, 
it  is  claimed  that  the  economic  causes  of  history  are  in  large 
part  unrecognized,  which  means  that  they  are  at  least  partially 
disguised.  Before  considering  the  particular  disguises  affected, 
it  is  desirable  to  analyze  what  the  economic  motives  are  and  why 
they  are  disguised.  The  economic  motive  is  essentially  selfish. 
Selfishness  of  course  finds  many  other  modes  of  expression  than 
the  economic.  The  analysis  of  this  paper  does  not  imply,  how- 
ever, that  all  economic  motives  are  selfish,  nor  that  every  selfish 
economic  motive  is  against  the  common  welfare.  Nor  does  the 
validity  of  the  thesis  depend  on  what  particular  percentages  of 
our  economic  motives  are  selfish.  That  we  tend  to  repress  the 
selfish  motive  is  readily  seen  when  we  observe  that  we  are  loath 
to  admit  a  selfish  motive  but  are  proud  to  display  an  altruistic 
or  a  righteous  one.  The  reason  for  this  difference  in  attitude 
between  so-called  altruistic  and  selfish  motives  arises  from  the 
fact  that  a  certain  amount  of  subordination  of  self  must  be  made 
for  the  common  good.  There  seems  to  be  thus  a  conflict  be- 
tween immediate  selfish  interests  and  the  common  welfare.  The 
selfish  tendencies  are  kept  in  bounds  by  what  Ross  and  Giddings 
call  social  control,  by  what  Trotter  calls  the  herd  instinct,  and 
by  what  Sumner  calls  the  mores.     We  can  all  see  that  if  each 

8  Louis  B.  Boudin,  Socialism  and  the  War,  1916. 
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individual  pursued  self-centeredly  and  short-sightedly  his  own 
selfish  impulses,  group  survival  would  be  impossible.  As  to 
how  and  why  this  is  so,  we  owe  much  to  the  researches  of  social 
psychology  within  the  past  decade.  In  society,  therefore,  there  is 
a  conflict  between  collective  selfishness  and  group  welfare.  This 
social  control  or  mores  or  gregarious  instinct  acts  as  a  sort  of 
censor,  and  represses  a  good  many  of  selfish  tendencies,  and  elicits 
praise  for  altruistic  ones.  Motives  of  collective  selfishness  are  in 
a  way  repressed  into  the  unconscious  state.  That  is,  we  do  not 
openly  admit  them,  and  the  censorship  is  so  great  at  times  that 
we  actually  forget  them.  But  because  we  refuse  to  recognize  them 
or  forget  them  is  not  proof  that  they  may  not  exist.  Certainly 
some  of  them  live  on  and  function  in  collective  movements  through 
disguises.  In  other  words,  the  same  mechanisms  of  conflict,  cen- 
sor, and  disguise  operate  in  the  repression  and  escape  of  col- 
lective selfishness  as  were  discovered  by  psycho-analysis  to  be  so 
prevalent  in  sexual  behaviour.  The  above  reasoning  sounds  dan- 
gerously like  reasoning  by  analogy,  and  suggests  some  of  those 
ill-fated  attempts  of  earlier  days  to  apply  the  mechanism  of 
physics  to  sociology.  But  I  do  not  think  that  this  is  reasoning 
by  analogy.  In  fact,  I  am  attempting  to  show  how  two  kinds  of 
phenomena  are  based  upon  the  same  fundamental  psychological 
mechanism. 

It  should  also  be  noted  here  that  there  is  nothing  mystical  in 
the  working  of  these  mechanisms  collectively.  No  special  entity, 
as  the  social  mind,  with  special  mental  laws  is  implied.  The  way 
these  mechanisms  of  individual  persons  work  out  collectively  is 
somewhat  as  follows.  In  a  particular  population  of  say  a  mil- 
lion, there  will  perhaps  be  only  several  thousand  who  are  selfishly 
and  economically  interested  in  a  movement.  These  thousands  be- 
ing in  positions  of  influence  will  be  able  perhaps  to  prepare 
^^copy,"  so  to  speak,  for  the  population,  and  large  numbers  who 
are  not  acutely  affected  one  way  or  another  accept  the  prepared 
opinions.  Trotter*  has  shown  that  there  is  very  much  more  ac- 
cepting of  prepared  opinions  by  us  than  the  most  sophisticated  of 
us  suspect.  And  of  these  thousands  who  are  economically  inter- 
ested, perhaps  only  a  small  percentage,  say  10  or  SO  per  cent,  or 
less,  are  clearly  conscious  of  the  true  nature  of  their  selfish  de- 
sires. Perhaps  80  or  90  per  cent  or  more,  depending  of  course 
on  the  particular  occasion  or  the  nature  of  the  movement,  will 

»  W.  Trotter,  Instincta  of  the  Herd  in  Peace  and  War  (1W7). 
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partially  or  completely  disguise  the  economic  motive  by  some  of 
the  processes  outlined.  These  disguised  motives  will  be  much 
more  readily  accepted  by  hundreds  of  thousands  of  citizens  not 
acutely  affected.  And  thus  we  have  the  collective  phenomena  oc- 
casioned by  the  operation  of  individual  mechanism. 

Perhaps  some  may  wonder  how  it  is  that  in  individual  behaviour 
it  is  most  conspicuously  the  sex  instinct  that  is  disguised,  yet  in 
collective  behaviour  the  same  mechanism  appears  to  disguise 
chiefly  the  economic  motive.  This  should  not  seem  puzzling  when 
it  is  observed  that  in  history  there  is  little  group  association  for 
sex  purposes,  while  there  is  a  very  great  deal  of  such  association 
for  economic  gains. 

Having  made  this  analysis  and  explanation,  it  is  well  to  con- 
sider some  illustrations.  Consider  the  great  spread  of  the  "safety- 
first"  movement.  This  movement  is  thought  of  almost  entirely 
in  its  altruistic  phases.  It  appears  as  a  movement  for  group 
welfare.  Yet  there  is  an  economic  motive  underlying  it,  for  those 
who  pay  for  accidents  gain  financially  by  the  spread  of  the  move- 
ment. And  those  who  gain  are  in  modern  industrial  society  a  very 
powerful  group.  In  this  illustration  it  is  possible  to  advance  the 
hypothesis  that  a  selfish  motive  of  the  unconscious  is  expressing 
itself  through  the  disguise  of  altruistic  motives.  Certainly  the 
selfish  motive  is  unconscious,  that  is,  unknown  to  large  groups  of 
people.  The  popular  conception  of  the  motives  is  altruistic.  That 
the  selfish  motive  is  functioning  in  altruistic  clothing,  is  made 
probable  by  the  fact  that  the  safety-first  movement  arose  shortly 
after  the  great  wave  of  workmen's  compensation  acts,  which  cul- 
minated in  their  adoption  by  some  three  quarters  of  our  states  in 
a  very  brief  time;  and  it  did  not  arise  prior  to  this  time,  al- 
though social  workers  had  been  pointing  out  the  tragedy  of  some 
five  hundred  thousand  or  a  million  accidents  a  year  for  some  time. 
From  this  illustration  it  will  probably  be  quite  clear  that  at  least 
some  selfish  economic  motives  disguise  themselves  to  escape  the 
censor  of  social  disapproval.  We  shall  next  consider  some  par- 
ticular mental  mechanisms  by  which  these  disguises  are  affected. 

Displacement. — That  some  emotions  of  groups  of  people,  as 
well  as  of  individuals,  are  displaced  in  their  objectives,  has  been 
shown  by  Max  Eastman,^^  who  has  analyzed  the  idea  of  the  scape- 
goat 80  prevalent  among  primitive  peoples.  He  also  points  out 
that  the  I.  W.  W.  have  been  made  the  scapegoat  of  the  modern 

10  Max  Eastman,  Th$  New  Bsview,  Aug.,  1914. 
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world.  In  this  illustration  the  emotion  of  national  anger  has  been 
displaced.  That  economic  motives  may  be  displaced  is  seen  from 
an  illustration  furnished  by  Mrs.  Elsie  Clews  Parsons,  a  letter 
from  Emanuel  Downing  to  John  Winthrop  in  1645.  **A  warr 
with  the  Narragansett  is  verie  considerable  to  this  plantation  ffor 
I  doubt  whither  yt  be  not  synne  in  us  hauing  power  in  our  hands, 
to  suffer  them  to  maynteyne  the  worship  of  the  devill  which  theire 
paw  wawes  often  doe;  ft  lie,  if  upon  a  just  war  re  the  Lord  should 
deliver  them  into  our  hands,  wee  might  easily  haue  men,  women 
and  children  enough  to  exchange  for  Moores,  which  will  be  more 
gaynfuU  pilladge  for  us  than  we  conceive,  for  I  doenot  see  how 
wee  can  thrive  untill  we  get  a  stock  of  slaves."  It  is  true  that 
Emanuel  Downing  did  not  in  this  letter  disguise  his  economic 
motive  very  well,  but  very  probably  in  a  good  many  religious  wars 
the  economic  movement  has  been  obscured.  Thus  various  modern 
historians  have  uncovered  the  economic  factors  in  the  crusades  of 
which  people  had  been  largely  imconscious.  Engels^^  and  Bern- 
stein^^ have  similarly  pointed  out  the  economic  nature  of  the  Re- 
formation. Perhaps  in  these  cases  there  was  a  certain  amoimt  of 
diguise  of  economic  factors  by  displacement  on  to  religious  ob- 
jectives. 

Symbolism. — The  displacement  of  the  economic  motive  on  to 
symbols  deserves  special  notice.  Such  symbols  are  usually  of  a 
highly  ethical  nature.  Thus  the  statute  of  liberty  in  New  York 
harbor  is  a  symbol,  as  indeed  are  the  terms  liberty  and  freedom, 
which  furnish  in  connection  with  immigration  at  least  in  some 
cases  disguised  outlets  to  economic  motives.  During  the  past  cen- 
tury the  United  States  has  prospered  materially  because  of  im- 
migration. It  has  been  called  *^a  golden  stream,"  because  the 
need  for  labor  and  development  was  so  great  that  the  bundle  of 
scanty  clothing  on  the  back  of  the  immigrant  was  truly  a  bag  of 
gold.  But  it  will  be  interesting  to  see  whether  these  altruistic 
symbols  in  connection  with  immigration  will  be  as  popular  in  the 
coming  years  when  the  country  will  have  become  more  thickly 
populated.  A  careful  reading  of  American  colonial  history  will 
show  that  the  terms  freedom,  independence,  liberty,  for  which  the 
Revolutionary  War  was  fought  had  a  surprisingly  large  number 
of   specific   economic   determinants.^'     The   Constitution   of   the 

11 F.  Engels,  Der  deutache  Bauem  Ktieg. 

12  £d.  Bernstein,  Die  Oeachichte  der  SocialUmus  in  Binzeldaretellunffen, 
19  A.  M.  Schlesinger,  The  Colonial  Merchants  and  the  American  Revolution 
(1917). 
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United  States  is  a  symbol  for  the  bulwark  of  our  conservatives; 
and  it  is  very  probable  that  in  cases  where  economic  motives  are 
responsible  for  the  reverence  for  this  symbol,  they  will  be  so  quite 
unconsciously. 

Projection. — ^A  selfish  movement  may  disguise  its  own  selfishness 
by  projecting  it  upon  opponents.  We  do  not  see  the  beam  in  our 
own  eye  for  looking  at  the  mote  in  our  neighbor's  eye.  Revolu- 
tionary radicals  with  the  tremendous  conception  of  taking  the 
whole  means  of  production,  however  praiseworthy  their  selfish- 
ness may  or  may  not  be,  see  chiefly  the  colossal  crime  of  selfishness 
of  the  capitalists.  Employers  who  are  so  selfish  as  not  to  pro- 
vide the  most  elemental  sanitation  for  good  shop  conditions  are 
usually  the  ones  who  talk  most  of  the  selfishness  of  the  trade-union. 
In  many  economic  conflicts  as  between  parties  and  countries,  the 
selfishness  of  one  contestant  is  obscured  by  emphasizing  the  selfish- 
ness of  the  opponent. 

Compensation. — In  economic  movements  of  considerable  selfish- 
ness in  which  no  feeling  of  altruism  seems  to  exist,  this  absence  is 
sometimes  compensated  for  by  its  exaggeration  in  an  imaginary 
way.  Thus  throughout  recent  history  the  economic  exploitation 
of  primitive  peoples  has  been  compensated  for  by  the  fact  that 
they  were  being  brought  the  blessings  of  civilization.  Also  in 
some  conflicts,  the  more  ruthless  the  struggle  the  holier  the  cause. 

Rationalization. — ^By  far  the  most  prevalent  device,  it  seems 
to  me,  employed  in  disguising  the  economic  motives  of  history  is 
rationalization.  This  term  is  used,  it  is  recalled,  when  a  fictitious 
but  plausible  reason  is  given  in  the  place  of  the  real  one.  A  some- 
what humorous  illustration  is  taken  from  Calhoun's  A  Social  His- 
tory of  the  America/n  Family.  Nearly  a  century  ago  a  Mr.  Gloyd 
of  South  Carolina  made  the  following  plea  for  the  introduction  of 
cotton  mills:  "Here  will  be  found  a  never- failing  asylum  for  the 
friendless  orphans  and  the  bereft  widows,  the  distribution  of  labor 
and  the  improvements  in  machinery  happily  combining  to  call  into 
profitable  employment  the  tender  services  of  those  who  have  just 
sprung  from  the  cradle  as  well  as  those  who  are  tottering  to  the 
grave,  thus  training  up  the  little  innocents  to  early  and  whole- 
some habits  of  honest  industry  and  smoothing  the  wrinkled  front 
of  decrepitude  with  the  smiles  of  competency  of  protection." 
Other  illustrations  are  the  following.  In  the  profit-sharing 
schemes  of  recent  years  the  selfish  motives  of  employers  were  ra- 
tionalized, as  has  been  pretty  well  shown  in  a  number  of  studies. 
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Similarly  an  element  of  rationalization  is  found  in  the  adoption  of 
welfare  work  in  connection  with  industrial  establishments,  and  in 
the  imperalists'  argument  the  true  motives  are  sometimes  rational- 
ized. These  illustrations  might  be  multiplied  in  great  number,  but 
enough  have  been  cited  to  indicate  the  possible  rdle  of  rationaliza- 
tion in  social  movements. 

This  concludes  the  presentation  of  the  specific  disguises  of  the 
economic  motives,  but  I  wish  to  recur  to  the  phenomenon  of  re- 
pression for  the  purpose  of  showing  how  in  the  writing  of  history 
the  economic  factors  tend  to  be  neglected  or  omitted.  It  has 
been  previously  shown  that  repression  operates  in  such  a  manner 
as  to  cause  us  to  forget  what  it  is  very  unpleasant  to  remember. 
Apply  this  mechanism,  so  clearly  applicable  to  individual  behav- 
iour, to  the  writing  of  history.  History  becomes  at  once  dis- 
torted because  we  choose  to  omit,  that  is,  to  forget  as  a  social 
group,  certain  unpleasant  events  of  history.  The  events  we  choose 
to  remember  are  those  in  accord  with  the  particular  mores  we 
encourage,  and  we  tend  to  forget  those  opposed.  It  is  the  selfish 
economic  events  we  wish  to  forget  and  the  ethical  we  wish  to  re- 
member. And,  if  a  selfish  event  is  so  prominent  it  cannot  be 
readily  forgotten,  we  translate  it,  if  possible,  into  ethical  terms 
and  remember  them.  In  short,  history  is  written  by  forgetting  and 
rationalizing.  For  instance,  the  present  generation  recalls  the 
Civil  War  as  a  war  to  free  the  slaves,  a  laudable  ethical  endeavor. 
Yet  the  freeing  of  slaves  plays  a  very  small  part  in  the  literature 
of  the  events  preceding  the  war.  There  is  a  good  deal  of  evidence 
to  show  that  Lincoln  freed  the  slaves  as  a  war  measure  and  with 
little  previous  moral  planning,  while  the  events  preceding  the  war 
do  show  what  many  of  us  forget,  the  selfish  conflict  of  two  dif- 
ferent economic  systems.  The  application  of  this  method  of  men- 
tal functioning  is  most  important  for  our  problem  in  accounting 
for  some  of  the  neglect  of  the  economic  factors  in  histories  and 
helps  to  show  why  it  is  that  when  we  look  back  over  the  panorama 
of  history  we  see  so  much  of  religion,  ethics,  great  men,  politics, 
and  so  little  of  the  economic  factors. 

In  conclusion,  it  is  well  to  state  that  the  illustrations  of  the 
disguises  of  economic  motives  are  of  course  not  claimed  as  proofs. 
To  prove  the  operation  of  a  mechanism  in  a  particular  illustra- 
tion would  take  a  large  number  of  pages  or  even  chapters.  The 
illustrations  show  what  the  proof  is  expected  to  be.  There  are, 
however,  some  special  studies  in  economic  history  which  go  far 
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toward  establishing  scientifically  these  disguises.  Particularly 
valuable,  it  is  thought,  have  been  the  studies  of  Marx,  Engels, 
Rogers,  Lamprecht,  Loria,  Gabriola,  Seligman,  Patten,  Beard. 
There  is  of  course  quite  an  extensive  bibliography  of  the  younger 
economists  and  historians  who  have  shown  the  importance  of  the 
economic  factor.  Furthermore,  it  seems  hardly  necessary  to  state 
that  it  is  not  claimed  in  this  paper  that  every  collective  movement 
is  economically  determined.  There  are  social  movements  in  which 
the  economic  motives  play  a  minor  and  noncausative  role,  as,  for 
instance,  the  social-hygiene  movement  and  certain  phases  of  ed- 
ucational progress  and  various  others.  It  is  particularly  de- 
sired not  to  leave  the  impression  that  the  functioning  of  these 
mechanisms  can  be  reduced  to  a  simple  formula  which  can  be  ap- 
plied in  every  case.  At  one  particular  stage  of  cultural  develop- 
ment a  certain  movement  will  be  rationalized,  while  at  another 
stage  a  similar  movement  will  not  be  rationalized.  Some  indi- 
viduals in  the  same  social  movement  will  not  disguise  their  selfish 
desire  and  others  will.  And  of  those  who  disguise  their  motives 
some  will  employ  a  particular  mechanism  and  others  will  employ 
a  different  one.  These  variations  are  due  to  cultural  antecedents 
and  varying  individual  experiences.  Past  writing  and  criticism 
have  shown  the  folly  of  over-simplifying  the  problem. 

What  is  claimed  is  that  recent  psychological  development  has, 
if  not  discovered,  at  least  charted  fairly  clearly  and  fully  certain 
hitherto  only  casually  observed  mental  mechanisms ;  and,  what  is 
most  important,  has  shown  how  common  is  their  use  to  all  of  us. 
And  it  is  furthermore  claimed  that  the  nature  and  use  of  these 
mechanisms  is  such  that  they  are  used  in  disguising  some  economic 
motives  of  history  and  that  there  is  some  evidence  to  sustain  this 
claim.  The  economic-interpretation-of-history  school  is  thereby 
strengthened  by  new  developments  in  psychology,  as  is  also  gen- 
eral economic  theory.  Specific  proof  of  the  operation  of  a  par- 
ticular mechanism  in  a  particular  social  phenomenon  depends  of 
course  upon  a  careful  analysis  and  a  detailed  marshalling  of  evi- 
dence. And  of  course  this  branch  of  economics  will  be  greatly 
benefited  by  many  such  studies  whatever  their  conclusions  may 
show.  While  awaiting  these  this  paper  claims  that  recent  de- 
velopments of  psychology  are  such  as  to  bestow  considerable  con- 
fidence in  this  hypothesis  as  a  good  working  instrument. 
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PRETATION OF  HISTORY— DISCUSSION 

F.  A.  Fetter. — It  is  remarkable  and  gratifying  to  those  who  have 
advocated  the  psychological  approach  to  economic  questions  to  see  how 
dominant  has  become  the  psychological  conception  of  economics  in 
the  discussions  of  these  associations^  as  is  abundantly  illustrated 
throughout  this  meeting.  Twenty  years  ago  the  old  physical  treatment 
of  economics  based  upon  the  physical  factors  of  production  was  still 
almost  universal.  Since  then  it  has  quietly  and  almost  completely 
disappeared. 

However^  our  conceptions  have  not  fully  adapted  themselves  to  the 
changes  in  contemporary  psychology.  Conventional  economics  is  still 
utilitarian  and  rationalistic^  whereas  the  authoritative  psychology  of 
today  is  volitional  and  gives  a  much  larger  place  to  impulses  and  in- 
stincts. I  need  not  in  this  company  restate  my  own  position^  which 
has  long  been  favorable  to  the  psychological  conception.  Years  ago  I 
felt  the  need  of  revision  of  the  price  theory  to  bring  it  into  accord 
with  the  accepted  psychology  of  the  day. 

Professor  Ogburn's  attempt  to  exploit  the  newer  psychology  in  ap- 
plying it  to  the  economic  interpretation  of  history  is  to  be  welcomed  but 
must  be  viewed  critically.     His  propositions  are  three: 

1.  Human  action  is  ruled  more  largely  by  unconscious  impulses 
than  by  reason. 

2.  The  Freudian  hypothesis  is  to  be  accepted. 

8.  The  newer  volitional  psychology  lends  verification  to  the  eco- 
nomic interpretation  of  history. 

May  we  not  dismiss  at  once  from  this  discussion  the  Freudian  hy- 
pothesis ?  Professor  Ogburn  concedes  that  it  is  at  best  almost  wholly 
irrelevant  to  this  particular  question  as  "there  is  little  group  associa- 
^  tion  for  sex  purposes."  Therefore  it  has  little  if  any  application  to 
the  economic  interpretation  of  history.  Moreover^  the  Freudian  hy- 
pothesis is  rejected  by  a  large  number  of  psychologists  and  philoso- 
phers of  the  best  standing.  Indeed  it  seems  to  be  a  psychology  ap- 
plicable mainly  to  degenerate  minds^  if  not  a  degenerate  psychology. 

Of  the  proposition  that  our  actions  are  ruled  largely  by  unconscious 
impulses  and  not  by  reason^  it  must  be  said  that  it  is  doubtless  true 
but  that  does  not  insure  the  truth  of  its  application.  For  example, 
Lombroso's  theory  of  criminology  was  a  sudden  inspiration  to  explain 
certain  facts  that  had  appeared  in  the  study  of  criminals.  After  a 
half  century  of  active  discussion  Lombroso's  theory  in  its  essentials 
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is  absolutely  discredited^  at  least  in  America^  and  all  that  remains  is 
the  body  of  facts  on  which  he  built.  These  facts  now  are  being  given 
very  valuable  applications  in  the  treatment  of  criminals.  So,  like- 
wise^ we  might  refer  to  the  discussion  in  the  joint  session  of  these  two 
associations  last  year^  in  which  the  lamented  Professor  Parker  pre- 
sented the  new  psychology  of  impulses  in  a  manner  doubtless  to  be 
approved^  but  made  certain  most  questionable  applications  to  cur- 
rent problems. 

Finally  as  to  the  application  of  the  new  psychology  in  support  of 
economic  interpretation  of  history.  First  let  me  dispute  the  assump- 
tion made  by  Professor  Ogburn  that  the  economic  motive  is  essentially 
selfish.  The  economic  motive  has  to  do  with  the  utilizing  of  economic 
agents  in  the  best  manner  for  a  given  end^  and  this  may  be  either  a 
selfish  or  an  unselfish  purpose.  The  mother  sacrifices  to  get  food  for 
her  child  and  this  is  the  type  of  a  very  large  part  of  economic  ac- 
tivity. The  good  bishop  in  Les  Miserables  gives  the  candlesticks  to 
Jean  Valjean^  an  economic  act^  this  being  the  highest  use  in  his  judg- 
mut  that  he  could  make  of  those  economic  goods.  We  shall  gain  much 
in  clearness  when  we  cease  to  contrast  economics  and  ethics  as  having 
to  do  on  the  one  hand  with  selfish  and  on  the  other  with  unselfish 
actions. 

Further  we  must  reject  the  assumption  by  Professor  Ogburn  that 
the  unconscious  motives  in  history  have  always  been  the  economic  mo- 
tives. This  is  a  veritable  begging  of  the  question  that  we  are  dis- 
cussing. One  might  well  point  to  the  origin  of  Marx's  materialistic 
conception  of  history  as  an  example  of  a  biased  explanation  due  to 
unconscious  prejudice.  Marx  was  a  disappointed  revolutionist  who 
was  championing  the  cause  of  labor  and  was  seeking  some  philosophy 
that  would  support  his  practical  agitation  against  the  capitalist  class. 
Therefore  he  reduced  all  the  complex  motives  of  history  to  one  simple 
explanation.  We  have  heard  this  same  simple  philosophy  again  and 
again  advanced  in  explanation  of  the  present  war.  The  economic  in- 
terpretation of  history  ignores  the  motive  of  love  of  power,  the  larger 
genus  of  which  the  economic  motive  is  but  one  species.  It  omits  love, 
friendship^  hatred,  ambition,  pride,  loyalty,  idealism,  and  the  many 
other  complex  motives  in  human  nature,  which  always  have  had,  and 
still  have^  their  part  in  the  making  and  in  the  interpretation  of  history. 

We  must  continue  to  believe,  therefore,  that  human  nature  is  too 
complex  to  be  expressed  in  a  single  motive,  even  one  so  large  as  the 
economic.  It  probably  is  true  that  we  do  not  judge  rightly  our  own 
actions,  either  individual  or  collective.    Things  are  not  what  they  seem. 
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Others^  the  outsiders  and  men  of  a  later  era,  often  can  judge  more 
truly  of  the  motives  of  conduct  than  can  the  actors  themselves.  There- 
fore^ while  Professor  Ogburn's  suggestion  may  lead  to  fruitful  studies, 
it  is  to  be  followed  with  caution,  and  calls  for  a  special  examination 
of  the  facts  in  each  case  to  which  it  is  to  be  applied. 


THE  INSTITUTIONAL  APPROACH  TO  ECONOMIC 

THEORY 

By  Walton  H.  Hamilton 
Amherst  College 

I.     Introduction 

An  explanation  of  the  ^institutional  approach"  to  economic 
theory  is  a  plea  for  a  particular  kind  of  theory.  It  is  possible  to 
come  upon  the  same  object  from  different  angles;  but  more  often 
those  who  take  different  routes  chance  upon  different  things.  The 
^^institutional  approach"  doubtless  has  some  importance  because 
it  is  a  happy  way  to  acceptable  truth,  but  its  significance  lies  in 
its  being  the  only  way  to  the  right  sort  of  theory.  An  appeal  for 
^institutional  economics"  implies  no  attack  upon  the  truth  or 
value  of  other  bodies  of  economic  thought,  but  it  is  a  denial  of 
the  claims  of  other  systems  of  thought  to  be  "economic  theory." 
This,  however,  is  no  pointless  struggle  in  method  to  be  carried  on 
by  breaking  syllogisms  over  concepts  and  by  engaging  in  polemics 
over  niceties  in  statement.  On  the  contrary,  it  involves  the  very 
nature  of  the  problems  which  the  theorist  should  set  himself;  its 
real  issue  is  over  what  economic  theory  is  all  about. 

n.     The  Nature  of  Economic  Theory 

The  thesis  here  set  forth  is  that  "institutional  economics"  is 
"economic  theory."  This  involves  putting  a  particular  meaning 
upon  a  word  which  has  meant  many  things.  From  the  first,  eco- 
nomic inquiries  have  gone  pell-mell  across  frontiers  at  which  they 
should  have  stopped;  they  have  halted  where  logic  would  have 
pushed  them  forward ;  and  they  have  been  dominated  by  vacillating 
and  conflicting  purposes.  To  catalogue  the  subjects  to  which  the 
term  "economic"  is  applied  is  to  belie  the  careful  definitions  of  the 
science  pent  up  in  books;  to  find  an  economic  theory  consistent 
with  this  multiform  expression  is  to  dissipate  that  theory  in  poly- 
chromatic reality.  In  general,  particular  subjects  such  as  money, 
transportation,  and  accounting  have  been  set  off  from  "general 
economics."  From  the  latter  two  bodies  of  doctrine  have  develop- 
ed which  aspire  to  the  dignity  of  "economic  theory."  One  of 
these  is  primarily  concerned  with  the  origin  and  manifestations 
of  value*  It  is  represented  by  such  treatises  as  Smart's  Theory  of 
Vidue^  Boehm-Bawerk's  Positive  Theory  of  Capital^  and  Clark's 
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Distribution  of  Wealth,  The  concern  of  the  other  is  the  customs 
and  conventions,  or,  if  you  please,  the  arrangements,  which  de- 
termine the  nature  of  our  economic  system.  It  is  represented  in 
classical  economics  by  Smith's  account  of  mercantilism,  Whately's 
discussion  of  how  competition  organizes  industrial  activity,  and 
Mill's  exposition  of  the  relation  of  the  state  to  industry.  Typical 
examples  from  modem  economics  are  Cannan's  account  of  the 
function  of  property  in  economic  organization,  Veblen's  discussion 
of  the  dependence  of  wealth  upon  machine-technique,  and  Hob- 
son's  analysis  of  the  relations  under  modem  technical  conditions 
of  work  to  welfare.  Between  the  two  lies  the  issue  of  what  is 
economic  theory. 

Institutional  and  value  economics  have  many  things  in  common. 
Both  can  claim  a  line  of  development  running  back  to  early  classi- 
cal economics.  Both  have  emerged  as  by-products  of  the  play  of 
the  human  mind  with  the  practical  problems  of  social  well-being. 
Both  furnish  materials  that  can  be  taken  into  account  in  passing 
upon  questions  of  practical  moment.  The  champions  of  each  in- 
sist that  its  task  is  the  positive  one  of  garnering  materials  and 
tormulating  principles.  Yet  in  actual  use  each  has  the  taint  of  mix- 
ing judgments  of  goodness  and  badness  into  exposition.  Only  in 
recent  years  has  value  theory  escaped  a  formal  association  with 
laissez  faire  and  now  even  its  most  positive  statements  bear  in 
such  terms  as  "utility"  and  "productivity"  and  in  the  wording  of 
principles  implications  about  the  worthwhileness  of  prevailing  ar- 
rangements. Likewise  institutional  economics,  in  telling  the  ele- 
ments which  make  up  the  economic  system,  passes  judgments  upon 
them.  It  is  not  in  the  legitimacy  of  their  claims  to  stand  in  the 
line  of  succession,  nor  in  their  pretenses  to  unbiased  scientific 
statement,  nor  in  their  dispositions  to  stray  away  after  ethical 
judgments  that  the  two  differ.  It  is  rather  in  their  conceptions 
of  the  nature  of  the  economic  order. 

The  claim  of  value  economics  to  the^  dignity  of  "economic 
theory"  is  not  lightly  to  be  put  aside.  Jn  common  speech  it  is 
recognized  as  "economic  theory."  This  is  not  the  place  for  the 
chapter  in  the  history  of  economics  which  recounts  how  the  two 
rival  systems  strove  for  the  dominance  of  classical  doctrine,  nor 
for  the  equally  interesting  one  which  relates  how  at  the  passing 
of  the  older  system  institutional  theory  was  dissipated  and  value 
theory  passed  into  the  inheritance.  It  is  enough  that  it  is  built 
around  "value,"  which  is  the  most  important  concept  in  the  $oi* 
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ence;  it  enjoys  the  prestige  of  the  older  body  of  doctrine;  and  that 
it  is  the  most  subtle,  the  most  general,  and  the  most  articulate 
body  of  thought  in  economics.  Yet  its  claim  must  be  disallowed. 
Its  merits  are  due  to  a  failure  to  recognize  the  complexity  of  the 
relations  which  bind  human  welfare  to  industry.  As  our  concep- 
tion of  the  economic  order  has  become  larger  and  more  intricate, 
value  theory  has  hedged  its  problem  about  with  greater  limitations. 
At  present  its  whole  endeavor  is  an  explanation  of  the  nature  of 
economic  value  and  of  the  forms  of  income  in  which  it  expresses 
itself.  The  conclusions  which  it  suggests  about  the  kind  of  in- 
dustrial society  in  which  we  live  are  indirect.  They  appear  only 
because  value  theory  is  derived  from  the  classical  doctrine  of  the 
organization  of  industry  upon  the  principle  of  free  competition. 
Aside  from  such  accidental  statements,  it  is  a  specialized  subject 
of  inquiry  with  as  little  right  to  the  dignity  of  ^^economic  theory" 
as  the  theory  of  money  or  of  accounting/] 

^^Institutional  economics"  alone  meets  the  demand  for  a  gener- 
alized description  of  the  economic  order.  Its  claim  is  to  explain 
the  nature  and  extent  of  order  amid  economic  phenomena,  or 
those  concerned  with  industry  in  relation  to  human  well-being. 
In  the  words  of  Edwin  Cannan,  it  attempts  to  tell  ^'why  all  of  us 
are  as  well  off  as  we  are"  and  ^*whj  some  of  us  are  better  off  than 
others."  Such  an  explanation  cannot  properly  be  answered  in 
formulas  explaining  the  processes  through  which  prices  emerge  in 
a  market.  Its  quest  must  go  beyond  sale  and  purchase  to  the 
peculiarities  of  the  economic  system  which  allow  these  things  to 
take  place  upon  particular  terms  and  not  upon  others.  It  can- 
not stop  short  of  a  study  of  the  conventions,  customs,  habits  of 
thinking,  and  modes  of  doing  which  make  up  the  scheme  of  ar- 
rangements which  we  call  ^Hhe  economic  order."  It  must  set  forth 
in  their  relations  one  to  another  the  institutions  which  together 
comprise  the  organization  of  modem  industrial  society. 

III.     Characteristics  of  Institutional  Economics 

The  case  for  institutional  economics  requires  a  reduction  of 
the  definition  above  to  a  catalogue  of  particulars.  This,  however, 
cannot  be  attempted  here.  Instead  there  will  be  presented  for 
acceptance,  for  qualification,  or  for  rejection  a  list  of  five  tests 
which  any  body  of  doctrine  which  aspires  to  the  name  of  economic 
theory  must  be  able  to  meet.  It  is  believed  that  institutional  eco- 
nomics alone  can  meet  these  tests. 
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1.  Eccmomic  theory  should  unify  economic  science. — ^The  task 
of  a  general  body  of  theory  in  any  subject  is  to  give  unity  to  its 
investigations.  At  present  economics  is  badly  in  need  of  such  a 
unifying  agent.  Its  sprawling  frontiers  reach  from  value  theory 
across  money,  taxation,  and  transportation  to  salesmanship,  in- 
surance, and  advertising.  Each  of  these  subjects  has  its  own 
point  of  attack,  its  own  method,  and  its  own  personnel.  Those 
who  seek  truth  in  these  remote  fields  of  inquiry  know  little  and 
care  less  for  value  theory.  For  all  the  constraints  of  neo-classical 
theory,  each  of  these  subjects  tends  to  develop  an  isolated  body  of 
thought.  As  a  result  economics  today  tends  to  break  up  into  a 
large  number  of  overlapping  but  unrelated  inquiries  and  to  lose 
the  unity  which  in  times  past  has  been  its  source  of  strength.  The 
mechanics  of  value  determination  possesses  no  magic  which  will 
draw  together  such  divergent  elements.  Only  institutional  eco- 
nomics can  perform  that  service.  In  describing  in  general  terms 
economic  organization  it  makes  clear  the  kind  of  industrial  world 
within  which  such  particular  things  as  money,  insurance,  and  cor- 
poration finance  have  their  being.  It  shows  their  nature  by  point- 
ing out  the  parts  they  play  in  this  larger  whole.  Its  statements, 
always  tentative,  always  enriched  by  inquiries  in  particular  fields, 
are  properly  the  point  of  departure  for  such  specialized  studies. 

S.  Economic  theory  should  be  relevant  to  the  modem  problem 
of  control. — Students  of  economics  should  spend  their  efforts  upon 
subjects  worth  investigation.  If  learning  were  a  mere  search  for 
hypothetical  truth,  the  principles  governing  the  economic  life  of 
cave  men,  the  inhabitants  of  Mars,  or  of  a  Crusoe-infested  island 
might  be  worth  formulating.  But  economists  are  few,  time  has 
scarcity  value,  and  relevant  subjects  come  faster  than  they  can 
be  seized.  It  is  not  the  place  of  economics  to  pass  judgments  upon 
practical  proposals.  But,  quite  in  keeping  with  its  scientific 
character,  it  can  impartially  gather  the  facts  and  formulate  the 
principles  necessary  to  an  intelligent  handling  of  such  problems. 
Such  relevancy  has  always  marked  economics  in  the  periods  of  its 
most  fruitful  development.  Thus  Adam  Smith's  point  of  depar- 
ture was  the  relationship  of  economic  organization  to  national 
wealth ;  thus  Ricardo's  principles  are  an  outgrowth  of  his  concern 
with  the  currency  and  bullion  controversies;  and  thus  the  best 
work  of  the  Austrian  school  grows  out  of  a  refutation  of  Marxian 
socialism. 

If  institutional  economics  has  a  relevancy  which  neo-classical 
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economics  has  not,  it  is  because  problems  have  changed.  Early 
classical  economics  was  formulated  by  men  who  sought  to  remove 
the  artificial  restrictions  which  had  been  imposed  upon  industry. 
Laissez  faire  was  a  formal  and  explicit  part  of  its  statement.  It 
tended  to  show  the  beneficence  of  an  industrial  system  automatic- 
ally organized  in  response  to  the  pecuniary  self-interest  of  indi- 
viduals. It  made  the  scheme  of  arrangements  wherein  lay  the 
real  organization  of  society  a  part  of  the  immutable  world  of 
nature.  Since  the  neo-classical  doctrine  has  passed  into  the  in- 
heritance, the  formal  defense  of  laissez  faire  is  gone,  though  it  still 
lingers  implicitly  in  terms  and  the  statement  of  propositions. 
Formally  it  is  concerned  with  the  mechanical  way  in  which  the 
values  of  goods  and  of  shares  in  distribution  emerge  in  the  market. 
But  it  has  no  concern  with  the  organization  of  that  market,  the 
nature  of  the  transactions  which  occur  there,  or  the  less  immedi- 
ate facts  of  the  distribution  of  opportunity,  property,  and  leisure 
upon  which  the  size  of  these  shares  rest.  Its  explanatory  terms 
are  not  matters  subject  to  control. 

A  shift  in  problems  and  a  general  demand  for  control  has  made 
institutional  economics  relevant.  This  shift  has  been  due  partly 
to  a  discovery  that  institutions  are  social  arrangements  capable 
of  change  rather  than  obstinate  natural  phenomena,  partly  to  a 
consciousness  that  activity,  once  apparently  voluntary,  is  con- 
trolled by  subtle  conventions  and  habits  of  thought,  and  partly  to 
the  bad  taste  which  laissez  faire  has  left  with  us.  But,  however 
it  has  come  about,  there  is  a  demand  for  an  economics  relevant  to 
problems  of  control. 

8.  The  proper  subject-matter  of  economic  theory  is  institur- 
tions, — The  demand  that  economic  theory  relate  to  institutions  is 
implicit  in  the  plea  for  its  relevancy.  If  it  is  to  be  germane  to 
the  problem  of  control  it  must  relate  to  changeable  elements  of 
life  and  the  agencies  through  which  they  are  to  be  directed.  Such 
elements  of  life  and  directive  agencies  are  alike  institutions.  Con- 
trol is  exercised  by  modifying  the  arrangements  which  make  up 
our  scheme  of  economic  life  in  such  a  way  as  better  to  satisfy  our 
needs  or  our  whims.  Control  is  exercised  through  the  peculiar 
agencies  which  we  have  at  hand. 

A  control  of  particular  aspects  of  economic  life  requires  a 
knowledge  of  particular  institutions.  If  one  would  deal  intelli- 
gently with  inflation,  he  must  understand  the  organization  of  so- 
ciety in  its  financial  aspects.     This  includes  a  knowledge  of  the 
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price  system,  the  level  of  prices,  the  place  of  credit  in  industry, 
and  the  relation  of  the  unit  for  measuring  pecuniary  values  to  the 
maintenance  of  the  economic  order.  If  one  would  understand  the 
corporation  problem,  he  must  learn  the  peculiar  features  of  this 
form  of  business,  the  various  devices  which  together  make  up  its 
organization,  and  the  place  which  it  takes  in  industrial  society. 
And  if  one  would  pass  upon  any  of  the  many  proposals  for  chang- 
ing things  in  such  a  way  as  to  enable  some  of  us  to  make  more  and 
others  less,  he  must  know  the  relationship  of  the  things  he  would 
change  to  the  distribution  of  income.  It  is  not  enough  to  assert 
with  the  neo-classicists  that  one  receives  the  value  of  his  services 
in  the  market ;  for,  if  matters  subject  to  control  are  changed,  he 
will  still  receive  the  value  of  his  services,  but  he  may  pocket  a  dif- 
ferent sum.  He  must  understand,  in  addition,  the  conventions  of 
competition,  of  contract,  of  property,  of  inheritance,  of  the  dis- 
tribution of  opportunity  which  make  incomes  what  they  are. 

In  like  manner  a  control  of  the  development  of  industrial  society 
is  contingent  upon  a  knowledge  of  the  bundle  of  conventions  and 
arrangements  which  make  it  up.  The  basis  of  material  wealth  in 
the  machine  technique,  the  scheme  of  natural  rights  which  still  in- 
heres in  the  legal  system,  the  resolution  of  all  industry  into  a 
multitude  of  specialized  and  interdependent  tasks,  the  rise  of  a 
complicated  business  mechanism  which  intervenes  between  wealth 
and  welfare,  the  concentration  of  direction  in  the  hands  of  an  in- 
dustrial hierarchy,  the  scheme  of  arrangements  known  as  the  wage- 
system,  which  is  the  means  by  which  the  laborer  establishes  a 
connection  with  industry — these  and  a  hundred  other  things  like 
them  must  be  recognized  by  one  who  would  direct,  or,  if  he  be  an 
economic  theorist,  watch,  industrial  development. 

4.  Economic  theory  is  concerned  with  matters  of  process. — ^If 
economic  theory  is  to  treat  of  institutions  it  must  know  both  the 
kinds  of  things  institutions  are  and  the  kinds  of  things  they  are 
not.  Value  theory  deals  with  its  phenomena  as  if  they  were  physi- 
cally complete,  independent,  unchangeable  substances.  The  only 
variations  which  it  admits  are  quantitative.  At  the  beginning  of 
one  of  its  problems  a  certain  situation  exists;  then  a  disturbing 
force  makes  its  appearance ;  this  is  followed  by  a  series  of  actions 
and  reactions  which  continues  until  the  normal  is  restored  or  an 
equilibrium  is  reestablished.  By  adding  or  subtracting  units  from 
a  combination  or  by  combining  equations,  formulas  are  found  in 
terms  of  which  economic  values  may  be  reduced  to  pecuniary  terms. 
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Such  a  method  of  procedure  has,  quite  appropriately,  been  called 
^^economic  statics."  Of  late  years  a  recognition  of  the  limited 
number  of  problems  upon  which  such  an  analysis  throws  light  has 
led  to  a  demand  for  an  ^^economic  dynamics."  This,  however,  has 
served  but  to  enlarge  the  older  analysis  by  increasing  the  number 
of  factors  to  be  considered  in  attempting  to  understand  problems. 
Both  alike  deal  with  physically  distinct  things ;  both  alike  reduce 
their  problems  to  mechanical  formulas ;  both  alike  find  solutions  in 
equilibria  and  quantities. 

But  the  subject  matter  of  economic  theory  cannot  be  handled  in 
any  such  way.  Competition,  property,  the  price  structure,  the 
wage  system,  and  like  institutions  refuse  to  retain  a  definite  con- 
tent. Not  only  are  things  happening  to  them,  but  changes  are 
going  on  within  them.  A  law,  a  court  decision,  a  declaration  of 
war,  a  change  in  popular  habits  of  thought,  and  the  content  of 
property  rights  is  affected.  An  increased  demand  for  labor,  a 
refusal  of  the  nation  to  allow  strikes,  an  enforced  recognition  of 
unionism,  an  establishment  of  wages  upon  living  costs,  and  the 
wage  system  becomes  different.  Both  by  a  change  in  its  relation 
to  other  things  and  by  subtle  changes  going  on  within,  each  of 
these  institutions  is  in  process  of  development.  And,  if  this  is  true 
of  particular  institutions,  it  is  likewise  true  of  the  complex  of  in- 
stitutions which  together  make  up  the  economic  order.  We  need 
constantly  to  remember  that  in  studying  the  organization  of  eco- 
nomic activity  in  general  as  well  as  in  particular,  we  are  dealing 
with  a  unified  whole  which  is  in  process  of  development. 

To  this  method  the  terms  "historical"  and  "genetic"  are  fre- 
quently applied.  The  first,  because  of  the  associations  which  the 
word  history  brings  up,  is  particularly  unfortunate.  It  suggests 
an  account  of  things  which  have  happened  to  the  subject  of  dis- 
cussion during  a  definite  period  of  time.  Its  emphasis  is  wrong 
because  it  is  upon  the  accidental  facts  of  past  associations,  not 
upon  the  essential  nature  of  current  reality.  If  it  is  rightly  un- 
derstood the  term  "genetic"  is  much  better.  But  it  must  not  be 
allowed  to  suggest  a  far-away,  uninteresting,  and  irrevelant  search 
for  "origins."  It  must  mean  what  the  word  so  clearly  implies  that 
the  thing  is  "becoming."  Thus  used  the  word  "genetic"  suggests, 
not  a  historical  account,  but  a  method  of  analysis.  It  goes  to  the 
past  only  with  the  end  in  view  and  so  far  as  is  necessary  to  ex- 
plain what  a  thing  is  in  terms  of  how  it  came  to  be.  The  economic 
system,  which  is  so  baffling  and  unintelligible  to  us,  is  not  so  much 
an  interesting  group  of  real  things  as  a  curious  stream  of  tenden- 
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cies.  Many  of  these  move  slowly,  some  of  them  seem  immutable. 
Yet  the  whole  complicated  affair  which  we  call  Modem  Industrial- 
ism has  existed  for  a  very  brief  period  in  human  history.  If  con- 
trol is  to  be  exercised,  it  is  not  to  be  by  tinkering  with  this  or 
that.  It  must  be  by  changing  the  nature  or  functions  of  the  in* 
stitutions  which  make  up  our  scheme  of  economic  life.  To  insist 
upon  treating  such  things  genetically  or  as  in  process  is  nothing 
more  than  to  insist  that  they  are  subject  to  conscious  control.^ 

5.  Economic  theory  must  be  based  upon  an  acceptable  theory 
of  human  behavior. — ^After  all  control  and  institutions  and  proc- 
esses are  immediate  things.  They  can  all  be  translated  into  terms 
of  human  conduct.  The  exercise  of  control  involves  human  activ- 
ity and  leaves  its  mark  in  the  changed  activity  of  others.  Insti- 
tutions, seemingly  such  rigid  and  material  things,  are  merely  con- 
ventional methods  of  behavior  on  the  part  of  various  groups  or  of 
persons  in  various  situations.  The  changes  which  processes  reveal 
are  merely  changes  in  human  actions.  It  is  necessary,  therefore, 
that  economic  theory  should  proceed  from  an  acceptable  theory 
of  human  conduct. 

In  the  past  economics  has  been  fortunate  in  using  a  theory  of 
conduct  in  harmony  with  the  general  thought  of  the  age.  It  has 
been  unfortunate  in  taking  this  unconsciously  from  the  conunon 
sense  of  the  times  rather  than  arriving  at  it  by  careful  observa- 
tion and  analysis.  This  has  led  to  a  disposition  to  preserve  it  as 
part  of  a  traditional  body  of  doctrine  long  after  it  had  ceased  to 
have  meaning  to  those  who  had  looked  at  it  too  critically.  In 
no  respect  does  neo-classical  economics  more  nearly  resemble  the 
body  of  doctrine  from  which  it  sprang  than  in  its  theory  of  the 
individual  who  knows  the  alternatives  with  which  he  is  confronted 
and  seeks  his  own  greatest  material  good  measured  in  pecuniary 
terms.  The  one  touch  which  the  economist  has  added  to  the 
theory  as  he  took  it  from  the  ethicist  is  in  making  a  pecuniary 
expression  of  self-interest  a  part  of  human  nature.  The  extreme 
individualism,  rationality,  and  utilitarianism  which  animated  eight- 
eenth  century  thought  still  finds  expression  in  neo-classical  eco- 
nomics. 

In  its  stead  a  theory  of  motives  must  be  used  which  is  in  har- 
mony with  the  conclusions  of  modem  social  psychology.  At  its 
best  the  older  theory  of  conduct  presented  in  self-interest  nothing 
more  than  a  blanket  formula.  One  had  to  go  behind  it  to  find  the 
concrete  influences  which  animated  the  behavior  of  individuals. 
At  its  best  it  made  all  activity  the  result  of  conscious  endeavor  by 
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individuals  who  knew  thoroughly  their  own  -  interests  even  in  an 
environment  as  complex  as  ours  and  who  ruthlessly  set  out  to 
attain  them.  It  falls  short  of  explanation  because  self-interest  is 
not  a  simple  thing  that  can  be  easily  discerned,  but  a  huge  bundle 
of  conflicting  values  wherein  the  present  and  the  future  arc  at 
variance.  It  assumed  that  each  judgment  could  be  based  upon  the 
real  facts  of  the  situation  and  could  be  made  in  detachment.  It 
failed  to  note  that  my  life  and  yours  is  a  continuous  thing,  and 
that  what  I  do  today  constrains  my  acts  of  tomorrow.  It  over- 
looked the  part  that  instinct  and  impulse  play  in  impelling  one 
along  the  path  of  his  economic  activity.  And,  most  important  of 
all,  it  neglected  the  influence  exercised  over  conduct  by  the  scheme 
of  institutions  under  which  one  lives  and  must  seek  his  good. 
Where  it  fails,  institutional  economics  must  strive  for  success.  It 
must  find  the  roots  of  activity  in  instinct,  impulse,  and  other  quali- 
ties of  human  nature ;  it  must  recognize  that  economy  forbids  the 
satisfaction  of  all  instincts  and  yields  a  dignified  place  to  reason ; 
it  must  discern  in  the  variety  of  institutional  situations  impinging 
upon  individuals  the  chief  source  of  differences  in  the  content  of 
their  behavior;  and  it  must  take  account  of  the  limitations  im- 
posed by  past  activity  upon  the  flexibility  with  which  one  can  act 
in  future. 

IV.  Conclusion 

The  characteristics  which  have  been  discussed  present  a  bare 
outline  of  the  case  for  institutional  theory.  They  all  require  ex- 
planation, elaboration,  and  illustration.  Another  champion 
would  doubtless  pick  out  other  characteristics,  such  as  the  con- 
cept of  society  which  underlies  it,  its  freedom  from  utilitarian 
bias,  its  harmony  with  current  tendencies  in  ethics,  psychology, 
and  politics,  and  the  reliance  which  it  places  upon  a  scientific 
study  of  fact.  But  such  things  are  implicit  in  the  description 
given,  which  is  typical  rather  than  exhaustive. 

It  must  be  readily  admitted  that  like  the  things  with  which  it 
deals,  institutional  theory  is  in  process.  But  it  opposes  the  ac- 
complishments of  neo-classical  theory  with  something  more  than 
mere  promises.  Here  and  there  is  much  that  can  be  fitted  into  a 
theory  of  the  institutional  organization  of  industrial  society. 
Smith,  Mill,  Whately,  and  other  classicists  have  given  us  much 
which  with  restatement  can  be  used.  The  writings  of  the  neo- 
classicists,  even  those  of  the  type  of  Clark  and  von  Wieser,  are  not 
without  pertinent  material.     The  English  classicists,  Marshall, 
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Pi{^(i«  Chapman,  have  materials  for  us ;  for  in  England  the  older 
ecoccmics  has  never  lost  the  general  concern  which  the  Austrian 
iuiJ  the  American  utility  theorists  have  taken  from  it.  The  writ- 
ings of  the  socialists,  particularly  Marx  and  La  Salle,  stripped 
of  their  application  to  proposals  for  reform,  contain  many  a  bit 
of  sound  analysis.  In  recent  years  the  English  "welfare  school,'* 
particularly  Webb,  Hobson,  Cannan,  Tawney,  and  Clay — ^if  writ- 
ers with  problems  and  approached  so  differently  may  be  grouped 
together  because  of  their  common  departure  from  neo-classical 
analysis — ^have  made  substantial  contributions  and  have  given  the 
beginnings  of  a  formal  statement  of  a  theory  of  economic  order. 
American  thought  has  lagged  largely  because  efforts  which  in 
England  have  taken  a  constructive  bent  here  have  been  spent  in 
criticism  of  neo-classical  doctrine.  Yet  H.  C.  Adams,  Cooley, 
Veblen,  and  Mitchell — to  mention  only  the  leaders — ^have  made 
substantial  contributions  to  an  understanding  of  our  system.  Nor 
must  we  forget  the  lay  economist.  In  a  rapidly  developing  society 
such  as  ours  the  learning  of  the  schools  tends  to  become  formal 
and  scholastic.  It  requires  fertilization  from  thought  which 
grows  out  of  a  fresh  attack  upon  a  new  problem.  The  contribu- 
tions of  Graham  Wallas  may  be  mentioned  as  a  single  example  of 
what  the  non-professional  economist  has  to  offer. 

Yet,  when  all  these  contributions  are  amassed,  it  is  doubtful 
whether  at  this  time  a  general  description  of  the  economic  order 
can  be  given.  It  may  require  a  decade  or  more  for  a  process  of 
trial  and  error  to  produce  a  relatively  consistent  body  of  thought. 
Even  then  it  will  lack  the  clear-cut,  definite,  and  articulate  char- 
acter of  neo-classical  theory.  Its  concern  with  reality,  its  inabil- 
ity to  ground  a  scheme  of  thought  upon  a  few  premises,  its  neces- 
sity of  reflecting  a  changing  economic  life,  alike  make  its  develop- 
ment slow  and  prevent  it  from  becoming  a  formal  system  of  laws 
and  principles.  It  must  find  in  relevancy  and  truth  a  substitute 
for  formal  precision  in  statement. 

The  future  of  institutional  theory  is  uncertain.  The  history  of 
economics  suggests  that  survival  has  often  depended  upon  the 
ability  of  doctrine  to  fit  in  with  the  habits  of  thought  of  the  times. 
If  the  next  decade  demands  formal  value  theory  that  avoids  a  dis- 
cussion of  what  the  economic  order  is  like,  institutional  economics 
will  fail.  If  it  demands  an  understanding  of  our  relationship  to 
the  world  in  which  we  live,  it  will  survive.  But  survival  will  be 
assisted  by  the  development  of  a  theory  of  the  economic  order, 
vital,  true,  and  relevant  to  the  problems  of  the  times. 


ECONOMIC  THEORY— DISCUSSION 

Walter  W.  Stewart. — I  find  myself  in  sympathy  with  the  gen- 
eral point  of  view  expressed  by  Professor  Clark  and  Professor  Hamil- 
toDj  and  since  a  discussion  of  methodology  is  chiefly  an  occasion  for 
confessing  the  faith  rather  than  for  the  purpose  of  making  converts, 
I  shall  give  very  briefly  my  reasons  for  agreeing  with  them. 

First  of  all^  the  approach  to  economic  problems  which  they  have  in- 
dicated comes  recommended  by  the  most  competent  thought  in  the  re- 
lated sciences  of  psychology  and  sociology.  The  economist  must  avail 
himself  of  the  conclusions  of  the  workers  in  these  other  fields  and  his 
methods  must  be  able  to  meet  their  criticisms.  Value  theorists  have 
tried  several  different  devices  for  meeting  the  criticism  brought  against 
their  antiquated  psychology.  They  have  pointed  to  the  confusion  of 
counsel  among  the  psychologists  themselves;  they  have  claimed  that 
psychology  did  not  matter  for  economics  anyway;  and  they  have 
changed  the  nomenclature  of  their  hedonistic  concepts.  What  is  called 
for^  however,  is  a  thoroughgoing  revision  which  will  reformulate  the 
problems  and  place  the  emphasis  upon  those  neglected  institutions 
which  exercise  a  controlling  influence  over  our  economic  life.  The 
economist  cannot  do  his  work  adequately  by  the  use  of  a  hypothetical 
human  nature. 

I  agree,  also,  in  their  statement  of  the  general  problem  of  economic 
theory.  The  advantage  of  a  clear  recognition  of  the  general  problem 
by  the  economists  working  in  the  special  fields  is  that  as  their  work 
develops  their  results  will  come  to  constitute  a  coherent  body  of  theory, 
organized  around  the  central  problem  of  control.  In  the  work  now 
being  done  in  banking  and  in  taxation,  in  problems  of  labor  and  of 
valuation,  there  is  implied  a  body  of  principles  which  will  make  good 
its  claim  to  be  economic  theory.  The  detailed  analysis  of  the  market, 
already  made  by  value  theorists,  will  find  its  place  in  such  a  body  of 
theory,  but  instead  of  being  studied  in  logical  isolation  the  market  will 
play  its  rdle  along  with  the  other  agencies  of  control. 

Perhaps  this  attitude  towards  the  market  as  simply  one  of  the  in- 
stitutions requiring  analysis  is  the  determining  characteristic  of  in- 
stitutional theory.  Value  theory,  whether  avowedly  or  not,  has  al- 
ways been  a  search  for  the  controlling  causes  which  underlie  the 
market  process.  The  theorist  has  never  been  content  to  let  the  analysis 
rest  on  the  merely  pecuniary  level,  which  he  has  regarded  as  super- 
ficial and  circular.  Institutional  theory  does  not  differ  in  this  respect, 
but  instead  of  a  normal  value  or  a  social  value  to  which  market  prices 
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tend  to  confonn,  institutional  theory  regards  as  the  fundamental  data 
for  analysis  such  underlying  institutions  as  ownership^  inheritance,  the 
standards  of  consumption^  and  the  development  of  technology.  These 
phenomena  have  not  been  overlooked  by  the  value  theorist,  but  they 
have  been  put  into  a  separate  compartment  called  "dynamics";  they 
have  been  relegated  to  a  second  volume ;  and  have  finally  been  left  un- 
incorporated. These  rejected  facts  are  regarded  as  fundamental  by  an 
economic  theory  of  the  institutional  type. 

In  one  respect  I  should  like  to  supplement  the  suggestions  made  in 
the  two  papers  read.  In  view  of  the  scale  and  complexity  of  onr 
present-day  industrial  society^  I  believe  an  adequate  analysis  of  many 
of  our  problems  can  be  made  only  by  a  union  of  the  statistical  method 
and  the  institutional  approach.  This  means  the  use^  in  so  far  as  the 
human  material  of  the  social  sciences  permits^  of  the  method  of  the 
more  exact  sciences.  If  institutional  theory  is  to  save  itself  from  un- 
verifiable  hypotheses  and  vague  conclusions^  it  must  be  prepared  to 
measure  the  processes  of  change  wherever  possible  and  to  show  quan- 
titatively the  correlations  among  them.  The  institutional  analysis^  in 
turn,  will  define  more  clearly  the  ends  of  economic  endeavor  and  keep 
the  statistical  method  from  getting  lost  in  meaningless  measurements. 
"He  who  knoweth  not  what  he  seeketh  understandeth  not  that  which 
he  findeth."  The  quantitative  study  of  economic  institutions  I  be- 
lieve to  be  the  most  fruitful  direction  for  the  development  of  economic 
theory. 

Liwis  H.  Haney. — I  desire  to  say  a  few  words  of  criticism  of  the 
papers  just  presented  by  Professor  Ogburn  and  Professor  Hamilton. 
Professor  Ogburn's  statement  that  economics  deals  with  the  individual 
as  though  he  were  entirely  actuated  by  selfish  motives  is  not  correct, 
in  my  judgment.  This  assertion  assumes  that  there  is  no  alternative 
to  altruism  except  selfishness.  It  is  true  that  economics  commonly  as- 
sumes that  the  individual  does  not  act  in  an  altruistic  way ;  but  it  does 
not  assume  that  all  individuals  are  selfish.  For  example,  when  the 
housewife  and  mother  goes  to  the  department  store  for  the  purpose 
of  purchasing  her  Christmas  gifts,  she  is  acting  as  an  "economic  man/' 
and  will  no  doubt  higgle  shrewdly  with  the  opposing  clerk.  Never* 
theless  she  does  not  have  her  own  interests  primarily  in  mindj  but 
those  of  the  child  and  the  husband.  In  order  to  make  a  transaction 
economic,  it  is  only  necessary  that  the  parties  thereto  should  not  be 
primarily  interested  each  in  the  welfare  of  the  other. 

Mr.  Ogburn's  paper  is  also  open  to  the  criticism  of  being  based  on  a 
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materialistic  philosophy.  He  regards  the  individual  as  a  mechanical 
or  behavioristic  thing;  something  external  comes  along  and  pushes 
the  button  and  out  drops  the  reaction.  I  think  it  is  safe  to  say  that 
the  philosophy  of  materialism  has  not  been  finally  established;  and 
until  it  is^  any  hypotheses  built  upon  it  must  remain  hypothetical. 
Even  John  Locke^  while  at  bottom  a  materialist^  had  to  admit  ''reflec- 
tion" as  an  independent  factor  in  the  human  make-up.  I  for  one  am 
not  prepared  to  admit  that  there  is  nothing  in  the  ego  but  a  passive 
set  of  reactional  capacities. 

With  regard  to  Professor  Hamilton's  paper^  I  would  call  attention 
to  the  fact  that  it  seems  to  stand  for  about  the  same  things  that  the 
historical  school  long  ago  stood  for;  and  I  believe  that  the  so-called 
"institutional  economics"  will  be  no  more  fruitful  now  than  it  was 
fifty  years  ago.  To  be  sure  the  emphasis  of  the  institution  was  needed 
then^  and  it  is  doubtless  well  to  emphasize  it  now.  I  believe,  how- 
ever, that  Professor  Hamilton  will  not  be  able  to  develop  any  laws 
or  build  a  science,  but  that  his  proposal  will  merely  lead  to  an  ever 
changing  description  of  an  ever  changing  environment. 

The  paper  seems  to  overlook  the  difference  between  economics  and 
other  social  sciences.  No  one  will  deny  that  the  various  social  sciences 
are  closely  inter-related;  but  many  will  hold  that  it  is  a  wise  division 
of  labor  that  the  economist  should  confine  his  attention  to  economic 
motives  and  economic  values.  There  are  different  levels  of  valuation, 
so  to  speak — ethical,  political,  religious,  aesthetic,  and  economic. 
There  is  ample  room  for  a  distinct  and  separate  science  of  economics 
to  deal  with  this  last  class  of  values. 

I  would  appraise  the  episode  created  by  this  group  of  papers  as  be- 
ing one  of  a  long  series  of  reactions  against  the  tendency  on  the  part 
of  certain  economists  to  reason  too  abstractly.  This  discussion  may 
be  regarded  as  a  sort  of  "the  morning  after"  the  Austrian  School. 

B.  M.  Anderson,  Jr. — Chiefly  because  my  expectations  were  very 
high,  I  must  confess  to  some  disappointment  in  the  degree  of  definite- 
ness  in  what  has  been  presented  this  afternoon  by  Professors  Hamil- 
ton, Clark,  and  Stewart.  I  have  looked  forward  for  over  a  year  to 
this  session  hoping  that  they  would  make  clear  precisely  what  they 
propose  in  the  matter  of  the  reorganization  of  economic  theory.  That 
they  have  new  and  significant  ideas  I  am  perfectly  sure,  because  at 
those  points  where  I  understand  them  I  recognize  new  and  significant 
ideas,  but  I  am  still  far  from  clear  as  to  the  full  drift.  I  should  like 
to  ask  them  some  questions.    Are  they  proposing  a  new  and  exclusive 
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method  of  approaching  economic  theory  ?  In  proposing  a  new  method, 
do  they  propose  also  to  scrap  the  old  methods?  In  particnlary  do 
they  propose  to  abandon  the  methods  of  the  static  analysis^ — the 
main  body  of  price  theory  which  has  been  elaborated  by  Adam  Smith, 
RicardOj  Mill,  John  B.  Clark^  Fisher^  Fetter,  Marshall,  Bohm-Bawerk^ 
Wieser^  and  others?  When  they  say  that  static  theory  is  not  enough, 
I  find  myself  in  full  accord.  But  if  they  propose  to  scrap  static  theory 
entirely,  and  substitute  for  the  notion  of  the  equilibrium  of  contempo- 
rary forces  a  purely  genetic  or  historical  method,  I  am  unable  to  go 
with  them.  The  contrast  which  they  emphasize  between  two  types  of 
economic  theory  is  significant.  It  has  appeared  again  and  again  in 
the  history  of  economic  thought  under  various  forms  which  do  not 
always  run  on  all  fours.  Typical  of  this  contrast  would  be  the  fol- 
lowing: statics  vs.  dynamics;  the  cross  section  view  vs.  the  historical  or 
genetic  view;  the  theory  of  goods  vs.  the  theory  of  prosperity;  long- 
run  vs.  short-run  laws;  normal  vs.  transitional  tendencies;  temporal 
vs.  logical  priority;  causation  as  a  temporal  sequence  vs.  causation  as 
timeless  logical  relationships.  The  contrast,  however  presented,  is 
fundamental.  Neither  term  of  the  contrast^  however,  gives  us  a  com- 
plete picture  of  the  economic  process.  We  must  have  a  higher  syn- 
thesis which  will  bring  the  terms  of  these  contrasts  into  relation  to 
one  another  if  we  are  going  to  have  a  unified  science  of  economics.^ 

No  doubt  the  static  analysis  has  been  more  fully  worked  out  than 
have  the  dynamic  tendencies.  Probably  more  will  be  done  in  the  next 
generation  in  the  development  of  new  dynamic  theory  than  in  the  de- 
velopment of  new  static  theory.  I  am  convinced,  however,  that  it  is 
possible  to  generalize  statics  and  to  generalize  dynamics  in  such  a 
way  as  to  make  it  possible  for  us  to  look  at  most  problems  from  both 
points  of  view. 

I  venture  to  suggest^  moreover^  that  the  gentlemen  who  have  pre- 
sented the  doctrines  of  the  new  school  to  us  this  afternoon  are  in  fact 
good  static  theorists.  They  make  use  of  the  principles  of  the  static 
analysis  in  their  own  work.  I  would  refer  here  specially  to  Professor 
Clark's  work  on  railway  rates,  though  all  three  of  the  gentlemen  have 
from  time  to  time  been  guilty  of  this  archaic  mode  of  thinking!  Pro- 
fessor Mitchell  in  his  Business  Cycles  has  largely  dispensed  with  the 
static  analysis,  as  the  problems  with  which  he  was  dealing  lend  them- 
selves peculiarly  to  a  different  method.     Professor  Veblen  has  made 

1 1  venture  to  refer  to  Chapter  XXV  of  my  Value  of  Money  called  •The 
/'         Reconciliation  of  Statics  and  Dynamics"  for  an  elaboration  of  this  notion. 
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large  use  of  the  genetic  method^  but  he  has  also,  I  think,  employed 
static  notions  very  freely,  particularly  in  his  Theory  of  Business  En- 
terprise, 

I  think  there  would  be  little  dissent  from  the  proposition  that  the 
old  historical  method  of  the  Germans,  where  exclusively  pursued,  has 
given  us  few  new  significant  generalizations.  Knies  would  be  listed 
as  one  of  the  leaders  of  the  German  historical  school,  but  his  influence 
has  been  greatest  through  his  book  on  Geld  und  Kredit,  which  is  largely 
theoretical  and  in  a  considerable  measure  static. 

In  conclusion,  let  me  urge  that,  whatever  constructive  program  may 
be  laid  down  by  the  new  school,  they  do  not  take  a  negative  attitude 
toward  methods  which  they  themselves  prefer  not  to  use.  Men's  minds 
differ  greatly,  and  the  tools  of  thought  which  are  useful  for  one  man 
may  not  be  useful  for  another.  The  real  test  of  methodology  must  be 
the  product  in  causal  theory  which  has  fruitful  application. 

Rejoinder  by  J.  M.  Clark. — Professor  Fetter  claims  that  I  do  not 
understand  static  theory  in  that  static  theory  emphasizes  its  own  limi- 
tations. Nobody  realizes  more  clearly  than  I  do  that  as  compared  to 
theory  which  is  unconsciously  static,  any  theory  which  announces  its 
static  character  takes  a  long  step  in  the  right  direction.  But  a  sign 
which  announces:  "This  happy  valley  is  not  the  whole  world"  does 
not  take  the  place  of  explorations  outside  the  happy  valley,  no  mat- 
ter how  many  exclamation  points  there  are  on  the  sign. 

One  of  the  speakers  protests  that  we  must  not  scrap  static  doctrines. 
Nobody  has  proposed  to  scrap  static  doctrines,  and  in  my  own  paper 
I  spent  some  time  showing  that,  by  the  pragmatic  standard  which! 
am  advocating,  these  doctrines  have  a  large  and  important  measure  of 
truth,  for  certain  limited  purposes. 

In  reply  to  Professor  Anderson's  question  as  to  what  I  am  really 
driving  at,  I  consider  that  I  am  continuing  the  work  which  my  father 
undertook,  of  developing  dynamic  economics,  but  that  we  differ  as  to 
method.  Instead  of  starting  with  static  doctrines  and  modifying  them 
to  allow  for  dynamic  elements,  it  seems  to  me  necessary  to  start  with 
the  static  premises  and  revise  them.  The  change  that  results  is  well 
characterized  in  his  own  book.  The  Philosophy  of  Wealth,  in  a  passage 
where  he  is  speaking  of  the  effect  of  introducing  a  correct  "anthrop- 
ology" (or  psychology),  and  says  that  it  is  rather  chemical  than  me- 
chanical.^ 

1 1  should  like  with  the  editors'  permission,  to  reply  under  "leave  to  print** 
to  one  point  to  which  it  seemed  difficult  to  reply  on  the  floor,  because  it  con- 
cerned the  character  of  my  own  writing^.     Professor  Anderson  says  that 
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In  connection  with  Professor  Ogbum's  paper^  there  has  occurred  to 
me  a  hypothesis* which  would  support  a  different  interpretation  of  the 
material  he  presents.  Suppose  that  an  underlying  fighting  instinct^  or 
a  race  antipathy  or  for  that  matter  even  a  carefully  cultivated  resent- 
ment>  is  in  conflict  with  standards  of  conduct  which  condemn  wanton 
attack.  The  suppressed  and  perhaps  unconscious  longing  for  a  fight 
can  only  be  rationalized  if  some  motive  for  fear  or  hatred  is  discovered, 
and  some  such  casus  belli  becomes  a  necessity.  Economic  rivalries  will 
do  (even  though  the  stakes  are  absurdly  small  compared  to  the  costs 
of  the  game)  if  their  importance  is  magnified  by  vague  phrases  like 
"A  Place  in  the  Sun."  In  such  a  case  means  and  end  would  be  re- 
versed when  the  people  came  to  explain  their  action.  "A  good  war 
justifies  any  cause."  Is  there  not  possibly  a  good  deal  of  this  in  the 
psychology  of  those  masses  who  support  a  war^  as  over  against  the 
relatively  few  who  stand  to  gain  directly  and  substantially? 

Professor  Hamilton  and  myself  have  not  produced  anything  that  gives  a 
sample  of  the  method  we  advocate  sufficient  to  justify  the  stand  we  have 
taken.  The  criticism  seems  somewhat  irrelevant  My  claim  is  that  the  prin- 
ciples I  have  named  are  tools  that  workers  in  social  economics  actually  use. 
I  have  found  them  at  work  in  many  books  in  practical  subjects  in  many  and 
varied  forms.  I  have  also  found  the  disregard  of  them  responsible,  m  one 
form  or  another,  for  a  large  part  of  the  bad  thinking  on  such  subjects.  As 
for  my  own  articles  which  attempt  to  develop  and  use  these  principles,  I  know 
that  Professor  Anderson  has  read  some  of  them,  but  I  infer  that  they  must 
have  been  among  those  very  painful  experiences  which  Professor  Ogbum  says 
we  tend  to  forget. 
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The  principle  of  the  open  door  does  not  imply  free  trade  nor 
even  low  or  revenue  tariffs.  It  implies  actual  equality  and  uni- 
formity of  treatment  in  import  and  export  duties,  harbor  dues, 
customs  regulations,  distribution  of  raw  materials,  and  oppor- 
tunities for  investments  or  concessions.  It  may  be  made  applicable 
in  any  dependent  colony  or  even  in  a  country,  such  as  China  or 
Persia,  where  outside  governments  are  backing  the  commercial 
and  financial  interests  of  their  nationals  in  their  competition  for 
trade,  investment,  or  concessions. 

Old  and  New  Colonialism 

The  old  colonial  system  of  the  sixteenth  and  seventeenth  centu- 
ries was  based  on  monopoly,  exclusion,  and  the  ^^closed  door." 
Colonies  were  conceived  to  exist  solely  for  the  benefit  of  the  mother 
country.  Mercantilist  statesmen  looked  upon  them  as  a  means  of 
enriching  the  nation.  The  mining  of  the  precious  metals  was  en- 
couraged. Navigation  laws  made  colonial  shipping  a  national 
monopoly.  Colonies  were  required  to  sell  their  produce  to,  and  to 
purchase  their  supplies  from,  the  mother  country.  Trade  and 
colonial  rivalries  developed  into  wars.  The  British  fought  suc- 
cessfully in  turn  the  Spanish,  the  Dutch,  and  the  French,  and  laid 
the  foundations  of  a  great  empire.  It  was  an  age  full  of  heroic 
achievements  but  ruled  by  ideals  of  combat  and  dominance,  which 
can  find  no  place  in  any  just  plan  of  world  afi^airs. 

The  latter  part  of  the  nineteenth  century  witnessed  a  revival 
of  colonial  policy  as  epochal  as  the  old  colonialism.  It  came  as 
one  of  the  results  of  the  later  phases  of  industrial  revolution. 
Mechanical  invention  and  business  organization  increased  produc- 
tion; goods  were  exported  to  foreign  markets;  capital  accumu- 
lated and  sought  investment.  Colonies,  protectorates,  and  spheres 
of  influence  became  desirable.  Politics  began  to  interest  itself  in 
the  commercial  and  financial  conditions  of  distant  countries. 

When  this  revival  of  colonial  interest  began.  Great  Britain  dis- 
covered that  she  had  under  her  flag  some  of  the  most  desirable 
parts  of  the  earth's  surface.     France  retained  only  a  shadow  of 
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her  seventeenth  century  empire.  The  colonies  which  the  Dutch, 
the  Portuguese,  and  the  Spanish  still  held  were  but  remnants  of 
their  former  domains.  But  there  were  large  portions  of  the  world 
uncontrolled  by  any  great  power.  South  America  was  closed  to 
European  political  interference  or  control  by  the  Monroe  Doc- 
trine. Africa  offered  the  greatest  opportunities  for  colonial  ex- 
pansion and  its  partition  began.  Great  Britain  enlarged  her 
possessions.  France  again  became  a  great  colonial  power.  Leo- 
pold of  Belgium,  the  Italians,  and  the  Germans,  each  obtained  a 
share  of  the  dark  continent,  and  the  Portuguese  renewed  their  in- 
terests in  holdings  and  claims  neglected  for  years.  Nor  did  the 
islands  of  the  sea  nor  Asia  escape  the  colonizing  fervor.  Oceania 
was  taken  over  and  the  integrity  of  China,  Persia,  and  other  Asiatic 
countries  threatened. 

Declarations  in  Favor  of  the  Open  Door 

The  Berlin  Conference  of  1884-85  met  for  the  purpose  of  ad- 
justing the  rivalries  of  nations  in  the  Congo  Basin.  Its  signifi- 
cance in  our  discussion  is  that  it  emphasized  the  importance  of 
the  open  door  in  international  relations.  France  and  Portugal 
had  been  competitors  in  the  Congo  and  the  African  International 
Association  had  at  the  same  time  tried  to  establish  an  independent 
dominion.  Fearing  the  encroachment  of  her  rivals,  Portugal 
sought  British  support  and  negotiated  a  treaty  which  guaranteed 
Portuguese  territorial  integrity  and  at  the  same  time  promised 
free  trade  in  the  colony.  This  treaty,  however,  was  opposed  by 
nearly  all  of  the  nations,  and  when  it  failed  Bismarck  called  the 
Berlin  Conference  together  in  the  hope  that  a  settlement  might  be 
reached  with  reference  to  the  whole  Central  African  question.  In 
opening  the  first  session  Bismarck  said:  *^The  fundamental  idea 
of  this  program  is  to  facilitate  the  access  of  all  commercial  na- 
tions to  the  interior  of  Africa.''  There  was  a  general  acceptance 
at  this  assembly  of  the  Powers  to  the  proposition  that  a  free  zone 
should  be  established,  and  the  greater  part  of  the  discussion  re- 
lated to  the  delimitation  and  the  neutralization  of  the  territory 
affected.  The  principles  established  were:  that  trade  should  be 
free  to  all  nations  in  the  Basin  of  the  Congo,  including  certain 
territory  east  and  west  to  the  Indian  and  Atlantic  Oceans,^  with 

1  The  territoiy  to  the  west  was  a  comparatively  narrow  strip,  whereas  on 
the  Indian  Ocean  the  free  trade  zone  reaches  its  greatest  extent,  north  and 
south. 
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free  access  to  ports  and  to  the  Congo  and  its  affluents ;  that  navi- 
gation fees,  equal  for  all,  be  allowed  to  cover  costs  of  improve- 
ments; that  ^^import  duties"  be  prohibited;^  that  no  commercial 
monopoly  or  privilege  should  be  granted;  that  foreigners  should 
in  all  cases  enjoy  the  same  rights  in  the  region  as  citizens  of  the 
sovereign  power;  and  that  the  execution  of  these  provisions  should 
be  in  the  hands  of  an  international  commission.  This  commis- 
sion, however,  was  never  appointed  and  administration  was  left  in 
the  hands  of  the  states  holding  territory  in  the  zone. 

Passing  over  a  number  of  treaties  between  two  or  three  nations, 
the  most  important  of  which  is  the  one  between  France  and  Great 
Britain  in  1898  applying  for  80  years  the  open  door  policy  to 
some  one  million  additional  square  miles  of  African  territory,  we 
come  to  the  Algeciras  Congress  of  1906,  in  which  again  the  lead- 
ing European  powers  considered  the  question  of  commercial  equal- 
ity— ^this  with  reference  to  Morocco.  A  uniform  import  duty  of 
IS^  per  cent,  applicable  to  the  goods  of  all  nations,  was  agreed 
upon.  A  state  bank  was  established  under  international  control. 
All  concessions  and  contracts  were  to  be  let  publicly  without  dis- 
crimination. In  case  a  contract  for  a  government  work  was  to  be 
let,  the  diplomatic  representatives  of  the  powers  entering  into  the 
agreement  were  to  be  notified.  In  general,  the  conference  agreed 
to  the  principle  of  the  open  door  in  all  commercial  and  financial 
matters. 

In  the  diplomacy  of  the  Far  East  the  principle  of  equality  in 
commercial  matters  was  recognized  when  Secretary  of  State,  Hay, 
on  September  6,  1899,  requested  and  later  received  from  the  na- 
tions holding  ^^spheres  of  influence''  in  China  the  pledge  that  they 
would  maintain  the  open  door  as  to  customs  duties,  harbor  dues, 
and  railroad  rates.  In  the  preamble  of  the  Anglo-Japanese  Alli- 
ance, signed  January  80,  1902,  Japan  and  Great  Britain  reas- 
serted their  adherence  to  the  open-door  principle  to  the  effect 
that  they  were  specially  interested  "in  securing  equal  opportuni- 
ties" in  China  and  Korea  "for  the  commerce  and  industry  of  all 
nations." 

The  "open  door"  is  the  antithesis  of  the  policy  that  colonies 
exist  for  the  exclusive  benefit  of  the  mother  country.  It  recog- 
nizes the  interests  both  of  outside  nations  and  of  the  colony  it- 
self.   It  establishes  the  principle  that  no  nation,  because  of  politi- 

2  In  1890  the  Brussels  Anti-Slavery  Conference  permitted  a  10  per  cent 
import  duty  in  the  Congo  sone. 
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cal  control  or  military  power,  has  a  right  to  exclude  other  nations 
from  participation  in  the  economic  development  of  the  less  ad- 
vanced parts  of  the  world. 

The  Open  Door  in  Practice 

Much  of  the  difficulty  with  the  open-door  policy  has  resulted 
from  a  failure  to  recognize  and  to  acknowledge  its  full  implica- 
tions. In  many  quarters  it  has  received  lip  service  but  in  practice 
has  either  been  evaded  by  secret  devices  or  modified  by  so  many 
exceptions  that  it  has  become  little  more  than  an  aspiration.  The 
conclusion  must  not  be  jumped  at  that,  because  international  con- 
ferences, diplomatic  notes,  and  treaties  have  proclaimed  the  open 
door,  the  door  has  remained  open.  A  discussion  of  the  ingenious 
methods  by  which  the  door  has  been  closed  would  extend  far  be- 
yond the  scope  of  this  address.  It  would  include  the  story  of  the 
railroads,  and  other  concessions  of  China,  and  of  the  development 
of  trade  and  finance  in  Asia  and  Africa.  Under  Leopold,  for  ex- 
ample, free  trade  in  the  Congo  Free  State  was  all  but  nullified  by 
the  prohibition  of  trading  on  the  domain  of  the  state  and  on  the 
lands  of  companies  hJding  concessions, — ^in  other  words,  the 
greater  part  of  the  country.  Passing  with  only  brief  mention  this 
aspect  of  the  open-door  problem,  I  can  not  too  strongly  empha- 
size that  it  is  the  secret  and  concealed  influence  of  governments 
working  in  or  cooperating  with  trading  companies  and  nominally 
private  concerns  which  hold  railroad,  mining,  and  timber  conces- 
sions that  presents  the  most  serious  menace  to  equality  of  com- 
mercial and  financial  opportunity. 

Dutch  Colonial  Policy 

Since  tariffs  have  played  a  large  part  in  the  discussion  of  the 
open-door  policy,  it  may  be  profitable  to  examine  the  policies  pur- 
sued by  difi^erent  countries.  The  Netherlands  may  be  mentioned 
first  since  their  colonial  empire  is  one  of  the  oldest  and  since,  so 
far  as  the  published  tariffs  show,  there  are  no  preferences*  The 
Dutch  possessions  are  in  the  East  and  the  West  Indies.  Java  is 
the  most  important  colony.  The  open  door  prevails  in  the  colonies 
and  the  low  revenue  tariff  of  the  mother  country  gives  no  special 
advantage  to  colonial  products. 

British  Preference 

All  the  dependent  colonies  of  Great  Britain,  including  India, 
have  import  tariffs  embodying  the  open-door  principle.     Great 
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Britain,  however,  has  recently  levied  export  taxes  on  palm  kernels, 
raw  cocoa,  and  jute  when  exported  from  West  Africa  and  India, 
and  these  taxes  are  remitted  if  the  exports  go  to  any  portion  of 
the  British  Empire. 

Reference  should  be  made  to  the  preferential  tariffs  of  the  self- 
governing  British  dominions,  although  their  tariffs  do  not  techni- 
cally belong  to  a  discussion  of  the  open  door,  since  they  are  en- 
tirely independent  in  their  fiscal  policy.  Discussion  of  them  is 
more  relevant  under  most-favored-nation  treatment. 

Great  Britain,  it  should  be  said  in  justice  to  her,  has  never 
urged  or  even  encouraged  the  establishment  of  preferences  in  her 
favor.  A  minority  in  Great  Britain  has  favored  the  extension  of 
imperial  preference  to  the  products  of  the  rest  of  the  Empire  when 
imported  into  Great  Britain,  and  some  resolutions  have  been 
adopted  favoring  preferences.  But  the  British  Government  is  not 
likely  for  political  reasons  to  place  a  tariff  on  foods  and  raw  ma- 
terials, and  it  is  preferences  on  these  which  would  most  benefit  the 
dominions. 

Australia  grants  preferences  in  her  tariff  to  the  United  King- 
dom and  to  South  Africa.  In  New  Zealand  the  general  tariff  is 
the  preferential  tariff  and  is  applicable  to  goods  from  all  parts 
of  the  British  Empire.  Countries  outside  the  Empire  pay  a  sur- 
tax. In  the  case  of  the  South  African  Customs  Union,  the  regular 
schedule  applies  to  foreign  goods  and  the  preferential  rates  to 
goods  from  the  United  Kingdom  and  reciprocating  British  do- 
minions. Canada  has  three  schedules  on  imports.  The  lowest 
rates,  giving  a  preference  of  about  one-third  of  her  customs  duties, 
apply  to  the  whole  of  the  British  Empire  except  Newfoundland, 
Australia,  Gibraltar,  Cyprus,  Hongkong,  and  Malta.  Canada  in 
turn  receives  compensating  preferences  from  South  Africa,  New 
Zealand,  and  certain  of  the  British  West  Indies.  The  intermedi- 
ate tariff  may  be  granted,  in  whole  or  in  part,  in  return  for  re- 
ciprocating concessions,  and  also  to  countries  entitled  by  treaty 
to  most-favored-nation  treatment.  It  is  enjoyed  in  part  by 
French,  Belgian,  Dutch,  and  Italian  goods.  The  third  schedule  is 
the  general  tariff  and  is  paid  by  all  other  countries  including  the 
United  States. 

These  preferences  within  the  British  Empire  are  justified,  by 
their  defenders,  on  the  ground  of  political  and  sentimental  ties. 
They  are,  it  is  asserted,  purely  of  domestic  concern.  But  the  same 
argument  might  be  used  for  discriminatory  reciprocity  treaties 
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between  nations.  Should  the  arrangement  between  the  United 
States  and  Brazil  be  considered  objectionable  from  an  interna- 
tional standpoint,  equally  so  are  British  preferences.  Although 
technically  Great  Britain  has  a  veto  on  legislation  in  the  Domin- 
ions, they  may  in  practice  enact  any  laws,  including  tariff  or  other 
fiscal  laws,  which  they  desire  whether  Great  Britain  approves  or 
not.  No  other  political  units  exist  in  the  world  which  are  com- 
parable with  them.  They  are  sui  generis.  But  being  nations  for 
fiscal  purposes,  should  they  decline  to  accept  the  responsi- 
bility of  nations  in  matters  of  conunercial  policy  at  the  same  time 
that  independent  nations  are  asked  to  do  so?  If  discriminations 
are  objectionable  in  one  case,  are  they  not  objectionable  in  the 
other?  Should  the  British  Empire  insist  on  preferential  arrange- 
ments between  its  self-governing  parts,  there  seems  no  tenable 
justification  for  asking  other  self-governing  parts  of  the  world  to 
give  up  their  discriminatory  measures. 

German  Colonial  Policy 

Germany  entered  late  into  the  race  for  colonies.  She  was  in- 
spired to  enter  by  many  motives,  but  chiefly  by  the  desire  for 
commercial  advantage.  Other  industrial  countries  had  tropical 
and  sub-tropical  colonies  which  supplied  raw  materials  and  which 
furnished  markets  and  opportunities  for  the  investment  of  capi- 
tal. Preferential  tariffs  in  colonies  and  the  possibility  of  the 
extension  of  the  policy  of  exclusion  to  other  colonies  and  to 
^^protectorates"  impelled  Germany  to  seek  political  control  over 
parts  of  the  world.  Dernburg,  the  Grerman  colonial  secretary^ 
said:  *^A  country's  own  colonies  become  an  instrument  of  com- 
mercial policy,  since  a  nation  secures  rights  and  privileges  in  for- 
eign colonies  only  when  one  can  offer  corresponding  rights  and 
privileges  in  her  own  colonies."  Germany's  first  colony  was  ac- 
quired in  Africa  in  1884;  the  last  important  one,  Kiau-Chau  in 
Shantung,  was  taken  from  China  in  1897.'  Her  colonial  empire 
included  Togo,  Kamerun,  German  Southwest  Africa,  German  East 
Africa,  German  New  Guinea,  Kiau-Chau,  and  certain  small  islands 
in  the  South  Pacific, — in  all  just  over  a  million  square  miles. 

The  published  tariff  rates  of  Grerman  colonies  show  no  prefer- 
ences. German  goods  received  no  preferences  in  the  colonies;  co- 
lonial goods  received  no  preferences  in  Grermany.    But  the  ques- 

sThe   Caroline    Islands  were    acquired   by   treaty   Oct    1,    1899,  and  tlie 
German  claim  to  a  share  of  Samoa  was  recognized  by  treaty^  Nov.  14^  1899. 
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tions  may  be  raised:  Were  there  any  concealed  preferences?  And 
if  not,  what  motive  led  Germany  to  pursue  an  open-door  policy? 

Preferences  may  be  concealed  by  arranging  the  free  list  in  order 
to  exempt  from  import  duties  articles  predominantly  of  Grcrman 
origin;  by  placing  relatively  lower  duties  on  goods  which  are  im- 
portant in  the  commerce  between  the  colonies  and  the  mother  coun- 
try ;  by  administrative  regulations  which,  although  apparently  ap- 
plying to  all  equally,  favor  German  goods.  On  such  practices 
evidence  is  very  difficult  to  obtain,  but  it  seems  safe  to  say  that 
there  is  no  evidence  that  Germany  ever  closed  the  door  in  her 
colonies. 

The  Berlin  Act  of  1885  prohibited  discriminations  in  the  Congo 
Basin,  which  was  defined  to  include  German  East  Africa  and  part 
of  the  Kamerun.  There  was  also  a  selfish  motive  for  refraining 
from  adopting  preference.  Germany  was  not  in  a  strong  position 
in  regard  to  colonial  policy.  Had  she  adopted  preference,  it 
might  have  led  to  retaliation  by  such  colonial  powers  as  Great 
Britain  and  France;  and  in  that  case  Germany's  loss  would  have 
been  out  of  all  proportion  to  the  gain  from  preference,  as  her 
colonies  were  insignificant  and  undeveloped  in  comparison  with 
the  older  and  richer  colonies  of  France  and  Great  Britain. 

ItaUan  Colonial  Policy 

Italy,  like  Germany,  did  not  begin  to  seek  a  colonial  empire  un- 
til the  better  parts  of  the  earth's  surface  were  preempted.  The 
Italian  colonies — ^Eritrea,  Somaliland,  and  Libia — ^were  acquired 
in  the  order  named.  The  colony  of  Eritrea  attained  its  present 
boundaries,  approximately,  by  1900.  Somaliland  includes  the 
colony  proper,  and  to  the  north  several  protectorates.  It  was 
acquired  in  1889,  with  the  exception  of  the  four  chief  ports  of 
the  southern  part,  which  were  leased  in  1898  from  the  Sultan 
of  Zanzibar  and  purchased  in  1905.  Libia  was  annexed  by  decree 
of  November  5, 1911,  though  the  treaty  of  peace  with  Turkey  was 
not  signed  for  almost  a  year  and  guerilla  warfare  continued  even 
later.  The  commercial  importance  of  these  colonies  is  insignifi- 
cant. Exports  are  small  and  the  total  trade  of  all  three  does  not 
exceed  20  million  dollars  per  annum. 

The  tariffs  of  these  Italian  colonies  are  low.  Preferences  in 
favor  of  Italian  products  exist  in  both  the  import  and  export 
schedules,  and  colonial  goods  enjoy  some  preferences  in  the  Italian 
market.     For  our  purpose  a  few  examples  will  suffice.     Italian 
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goods  when  entering  Eritrea  pay  only  a  statistical  tax  of  1  per 
cent  as  against  8  to  15  per  cent  paid  by  foreign  goods.  The  im- 
ports of  Italian  cottons  have  greatly  increased,  whereas  the  im- 
ports of  foreign  cottons  have  declined.  The  same  tendency  is 
seen  in  cotton  imports  into  Somaliland,  where  Italian  goods  also 
enjoy  a  preference.  Certain  articles,  particularly  hides,  exported 
from  Somaliland  to  Italy  have  a  preference  in  the  export  taxes. 
There  is  a  tendency  to  increase  preferences,  and  they  have  begun 
to  appear  in  the  Libian  tariff. 

French  Colonial  Policy 

France's  colonial  empire  includes  extensive  areas  and  a  divers- 
ity of  peoples.  In  Africa,  where  by  far  the  largest  territory  is 
controlled,  it  includes  Tunis,  Algeria,  Morocco,  large  sections  of 
west  and  equatorial  Africa,  and  Madagascar;  in  Asia  the  chief 
possession  is  Indo-China ;  and  in  America  and  Oceania  possessions 
are  held,  the  most  important  of  which  is  New  Caledonia. 

French  colonies  may  be  classified  for  tariff  discussion  into  as- 
similated, open-door,  and  special  regime  colonies.  Although  there 
are  some  exceptions,  those  of  the  first  group  have  the  same  tariff 
as  the  mother  country,  and  with  France  they  not  only  enjoy  free 
trade,  but  are  assimilated  into  a  common  customs  union.  These 
colonies  are  Algeria,  Indo-China,  Tunis  (in  part),  Madagascar, 
Reunion,  Martinique,  Guadeloupe,  New  Caledonia,  Guiana,  and 
Gaboon.  In  the  second  group,  the  open-door  colonies,  there  are 
very  low,  or  no,  tariff  duties.  Generally,  their  goods  pay  the 
minimum  rates  when  imported  into  France,  but  there  are  a  few 
special  preferences.  These  colonies  are  Morocco,  Somaliland, 
Dahomey,  the  Ivory  Coast,  French  India,  and  Equatorial  Africa 
outside  of  Gaboon;  to  which  French  tariff  policy  adds  also  the 
New  Hebrides.^  The  third  group,  the  special  regime  colonies, 
have  special  tariffs  containing  some  preferences.  They  are  West 
Africa  (excluding  Dahomey  and  the  Ivory  Coast),  Oceania,  and 
St.  Pierre  and  Miquelon. 

The  assimilated  colonies  are  France's  most  important  colonies. 
As  they  are  in  customs  union  with  France  and  levy,  therefore,  the 
high  duties  of  the  French  tariff  on  foreign  goods,  the  discrimina- 
tion in  favor  of  French  and  French  colonial  products  is  100  per 
cent.    In  the  special-regime  colonies  the  discrimination  is  equally 

4  The  New  Hebrides  are  under  the  condominium  of    France  and  Great 
Britain  and  are  not  teclmicaUy  a  French  colony. 
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great  but  the  rates  are  lower.  There  are,  however,  additional 
duties  such  as  consumption  duties  and  the  octroi  de  mer  which  are 
paid  by  French  as  well  as  foreign  goods. 

In  French  markets  the  products  of  the  assimilated  colonies  (ex- 
cept pepper  and  sugar)  enjoy  a  preference  of  100  per  cent.  On 
imports  from  certain  open  door  and  special  regime  colonies  prefer- 
ences are  allowed  on  some  products. 

The  Open  Door  in  the  Philippines 

Article  IV  of  the  Treaty  of  Paris,  which  in  1898  brought  to  a 
close  the  Spanish  American  War,  provides: 

"The  United  States  will^  for  the  term  of  ten  years  from  the  date  of 
the  exchange  of  the  ratifications  of  the  present  treaty,  admit  Spanish 
ships  and  merchandise  to  the  ports  of  the  Philippine  Islands  on  the 
same  terms  as  ships  and  merchandise  of  the  United  States." 

Connected  with  this  article  occurs  probably  the  first  mention  in 
American  diplomatic  correspondence  of  the  words  *Hhe  open  door." 
The  protocol  shows  that  the  Spanish  commissioners  asked : 

"Is  the  offer  made  by  the  United  States  to  Spain  to  establish  for  a 
certain  number  of  years  similar  conditions  in  the  ports  of  the  archipe- 
lago for  vessels  and  merchandise  of  both  nations^  an  offer  which  is 
preceded  by  the  assertion  that  the  policy  of  the  United  States  is  to 
maintain  an  open  door  to  the  world's  commerce,  to  be  taken  in  the 
sense  that  the  vessels  and  goods  of  other  nations  are  to  enjoy  or  can 
enjoy  the  same  privilege  which  for  a  certain  time  is  granted  those  of 
Spain,  while  the  United  States  do  not  change  such  policy?" 

The  American  commissioners  replied : 

"The  declaration  that  the  policy  of  the  United  States  in  the  Philip- 
pines will  be  that  of  an  open  door  to  the  world's  commerce  necessarily 
implies  that  the  offer  to  place  Spanish  vessels  and  merchandise  on  the 
same  footing  as  American  is  not  intended  to  be  exclusive.  But  the 
offer  to  give  Spain  that  privilege  for  a  term  of  years,  is  intended  to 
secure  it  to  her  for  a  certain  period  by  special  treaty  stipulation, 
whatever  might  be  at  any  time  the  general  policy  of  the  United  States." 

No  tariiF  discriminations  were  inserted  in  the  tariff^  legislation 
on  imports  adopted  by  the  United  States  military  authorities  for 
the  Islands.  Certain  preferences  were  allowed,  however,  on  raw 
materials  exported  from  the  Philippines  in  which  certain  industries 
of  the  United  States  were  interested.  Upon  the  production  of 
evidence  of  consumption  in  the  United  States,  the  Philippine  ex- 
port taxes  on  hemp,  copra,  sugar,  and  tobacco  were  refunded. 

The  United  States  Tariff  Act  of  1909  established  free  trade  be- 
tween the  Philippines  and  the  United  States  with  a  few  exceptions 
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(which  were  omitted  in  the  tariff  act  of  1918) ;  that  ifi,  no  import 
duties  were  to  be  assessed  on  domestic  product  of  either  the  United 
States  or  the  Philippines  when  entering  the  ports  of  the  other. 
Thus  Congress  definitely  abandoned  the  open-door  policy.  For 
some  years  prior  to  1909  there  had  been  a  few  preferences  to  such 
Philippine  products  as  sugar.  The  Philippine  Tariff  Act  of  Aug- 
ust 5,  1909,  enacted  by  the  United  States  Congress,  contains  the 
rates  of  duty  which  are  to  be  levied  on  imports  in  the  Philippines 
from  countries  other  than  the  United  States.  The  tendency  of 
this  tariff  act,  it  is  said,  was  to  exclude  foreign  competition  with 
American  products  in  the  Philippines,  and  the  act  was,  therefore, 
opposed  bitterly  by  some  classes  in  the  Islands. 

Something  should  be  said  as  to  the  economic  effect  of  prefer- 
ential arrangements,  and  our  arrangement  with  the  Philippines 
may  be  used  to  illustrate  tendencies  which  are  present  in  all  the 
preferences  which  we  have  considered. 

In  the  case  of  those  commodities  in  which  the  imports  from  the 
United  States  into  the  Philippines  would  not  dominate,  but  would, 
nevertheless,  be  substantial,  the  provisions  of  the  Philippine  Tariff 
Act  would  be  a  subsidy  to  the  American  exporter  at  the  cost  of 
the  Philippine  consumer.  Philippine  prices  would  be  determined 
by  the  product  which  had  to  pay  the  Philippine  duty.  On 
American  commodities  which,  because  of  their  superiority  in  qual- 
ity or  price,  dominate  the  Philippine  market,  the  result  of  the 
tariff  would  be  negligible;  the  tariff  rates  on  foreign  products 
would  be  merely  nominal  and  the  articles  would  sell  in  the  Philip- 
pines on  the  basis  of  free  imports,  provided,  of  course,  there  is 
free  competition.  American  commodities  which  were  dearer  than 
foreign  products,  yet  able,  by  virtue  of  the  tariff  preference,  to 
displace  them  in  the  Philippine  market,  would  command  a  higher 
price  in  the  Philippines  than  would  be  the  case  if  imports  from  all 
countries  were  free.  In  this  case  the  Philippine  consumer  would 
lose,  without  there  being  any  compensation  in  increased  revenue 
to  the  treasury  of  the  Islands. 

Tariff  of  China  a/nd  Siam 

We  can  not  discuss  the  tariffs  of  dependent  colonies  without 
thinking  of  the  tariffs  of  China  and  Siam.  These  countries  have 
had  practically  no  voice  in  the  making  of  their  tariffs.  Tariff 
rates  were  fixed  for  them  in  treaties  concluded  more  than  a  half 
century  ago,  and  it  requires  only  a  glance  at  their  rates  to  see 
that  they  are  made  not  in  the  interests  of  the  people  of  China 
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and  Siam,  but  in  the  interests  of  those  nations  which  want  to  ex- 
port goods.  There  are  those  who  believe  that  simple  justice  re- 
quires that  China  and  Siam  be  granted  tariff  autonomy.  If  this 
does  not  seem  practicable  at  the  present  time,  the  treaties  should 
at  least  be  revised  in  such  manner  that  the  economic  and  revenue 
needs  of  these  countries  may  have  first  consideration.  An  inter- 
national commission  now  has  the  Chinese  tariff  under  consider- 
ation. 

Home  Interest  in  Taaiff  Legislation 

Tariffs  of  dependent  colonies  and  of  China  and  Siam  should  be 
made  not  in  the  interests  of  the  leading  commercial  nations 
which  have  goods  to  export,  but  in  the  interests  of  the  people 
who  are  directly  concerned.  These  interests  in  such  cases  fre- 
quently coincide;  tariffs  chiefly  for  revenue  are  here  as  a  rule  de- 
sirable. But  these  interests  do  not  always  coincide.  A  higher 
tariff  in  China  would  unquestionably  contribute  to  her  financial 
and  political  independence.  India  also  furnishes  an  interesting 
case  in  point.  The  Lancashire  cotton  manufacturers  have  always 
opposed  a  tariff  on  cotton  goods  imported  into  India.  When  an 
import  duty  was  levied  on  cotton  products  in  India,  an  excise  tax 
equal  to  the  import  duty  was  levied  on  the  production  of  cotton 
goods  in  India.  So  far  did  the  government  go  in  its  effort  to 
eliminate  even  the  suggestion  of  protection  from  India's  tariff. 
Indian  opinion,  however,  was  hostile  to  this  situation.  Japanese 
competition  was  becoming  increasingly  severe.  After  long  agita- 
tion, in  March,  1917,  the  duty  on  cotton  goods  was  raised  from 
8%  per  cent  to  7%  per  cent  without  a  corresponding  increase  in 
the  excise  tax.  There  seems  no  good  reason  why  the  tariffs  of  de- 
pendent colonies  should  not  be  framed  upon  the  same  principles  as 
the  tariffs  of  independent  nations.  Both  the  revenue  and  indus- 
trial needs  of  the  peoples  directly  affected  should  be  given  first 
consideration. 

Preferences — on  International  Problem 

Whereas  the  highness  or  lowness  of  a  tariff  should  be  determined 
solely  with  regard  to  the  interests  of  the  people  directly  affected, 
preferences  in  tariffs  (and  in  other  commercial  and  financial  mat- 
ters too)  are  international  problems.  They  are  necessarily  sub- 
jects for  international  discussions  and  perhaps  decision.  The  in- 
dustrial value  of  preferences  to  the  favored  nation  and  the  ma- 
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terial  injury  to  the  excluded  nation  have  no  doubt  been  exag- 
gerated. Nevertheless,  the  nation  discriminated  against  is  ag- 
grieved. Suspicion  arises.  Retaliation  is  planned  and  put  into 
effect.  Trade  wars  follow  and  bitterness  and  hostility  are  en- 
gendered between  peoples.  It  can  no  longer  be  said  that  a  special 
discriminatory  treaty  between  two  peoples  is  their  concern  alone. 
Nor  can  it  be  said  that  preferences  between  a  nation  and  its  col- 
onies are  purely  domestic  problems.  To  take  such  a  position  is 
simply  a  refusal  to  face  squarely  one  of  the  most  fruitful  sources 
of  international  friction.  The  disposition  of  the  subject  depends 
fundamentally  upon  the  spirit  in  which  nations  come  together  for 
the  consideration  of  preferences.  If  the  spirit  is  that  of  selfishly 
seeking  to  hold  to  every  material  advantage  that  political  power 
for  the  moment  makes  possible,  no  substantial  progress  will  be 
made  and  the  world  will  settle  back  into  the  old  fatal  circle  of 
discriminations,  trade  rivalries,  hostility,  and  war.  If,  however, 
nations  recognize  that  they  are  faced  with  the  need  for  revolu- 
tionary action;  if  the  spirit  which  guides  is  that  of  a  willingness 
to  give  up  something  in  the  interests  of  world  peace,  we  may  hope 
for  a  genuine  solution  of  the  perplexing  problem  of  discriminatory 
barriers. 

No  nation  should  be  asked  to  act  alone  in  the  abandonment  of 
preferential  or  discriminatory  measures.  Such  measures  should  be 
abandoned  by  all  the  powers  by  general  agreement.  This  action, 
as  we  have  seen,  has  been  taken  for  limited  areas.  Is  it  too  much 
to  hope  that  one  of  the  results  of  the  war  will  be  its  universal  ap- 
plication? If  there  is  one  thing  that  the  war  should  end  forever, 
it  is  colonial  monopoly  and  the  exploitation  of  outlying  parts  of 
the  world  by  nations  which  control  them  politically.  Colonies 
should  be  regarded,  and  are  regarded  by  the  most  advanced  na- 
tions, as  trusts  which  they  are  called  upon  to  administer.  Prefer- 
ences enjoyed  by  the  trustee  are  inconsistent  with  the  trusteeship. 

Concealed  Discriminations  and  Exceptions 

Nations  can  usually  be  brought  to  subscribe  to  the  principle 
of  the  open  door  either  with  the  agreed  understanding  that  cer- 
tain exceptions  are  to  be  allowed  or  with  the  design  that,  while 
proclaiming  publicly  acceptance  to  the  open  door,  they  will  devise 
means  of  concealed  discrimination. 

Concealed  discriminations  have  led  some  public  men  to  despair 
of  the  general  application  of  the  open-door  principle.    They  have 
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said,  with  considerable  justification,  that  nations  which  carry  out 
their  international  obligations  in  good  faith  are  at  a  disadvantage 
in  competition  with  nations  which  do  not  hesitate  to  evade  the 
spirit  while  accepting  the  form  of  the  open-door  principle.  Con- 
cealed discriminations  may  be  made  in  tariff  classifications  by 
which  products  which  are  peculiarly  the  products  of  the  mother 
country  or  colony  are  favored  under  an  appearance  of  equality; 
in  undervaluations  of  home  products;  in  customs  regulations;  in 
port  and  navigation  rules;  and  in  the  even  more  subtle  way  of 
financial  and  political  control.  A  government  may  even  disguise 
its  discriminatory  policy  by  operating  through  nominally  private 
banks  and  corporations.  Faced  with  these  conditions  some  public 
men  have  proposed  to  abandon  the  equality-of-treatment  principle 
and  to  attempt  the  use  of  retaliatory  measures  for  the  purpose  of 
removing  concealed  discriminations  by  other  nations.  In  clear 
cases  where  negotiation  has  failed  it  is  justified,  but  as  a  general 
policy  such  a  step  is  objectionable.  Rather  should  the  nations, 
recognizing  the  desirability  of  the  open-door  principle,  make  it 
effective  by  devising  as  a  supplement  to  it  machinery  which  will 
ferret  out  and  bring  into  the  open  these  objectionable  and  con- 
cealed discriminations. 

When  we  turn  to  the  consideration  of  possible  exceptions  to  the 
oi)€n-door  principle,  our  problem  becomes  more  controversial. 
Cases  undoubtedly  exist  where  geographical  or  political  ties,  or 
the  two  together,  justify,  even  from  an  international  standpoint, 
preferential  arrangements  or  a  customs  union.  Among  these  may 
be  mentioned  the  United  States,  in  which  the  states  are  contiguous 
geographically  and  bound  together  by  an  indissoluble  political 
union;  the  ZoUvereln  established  among  the  German  States  in 
18S4 ;"  and  the  customs  union  of  the  states  of  Australia.  A  cus- 
toms union  or  preferential  tariffs  would  also  be  justified  among 
the  states  of  Central  America.  If  eastern  and  southeastern  Eu- 
rope is  in  the  future  broken  up  into  small  nationalities  in  order 
to  satisfy  the  many  national  aspirations  of  those  peoples,  their 
vital  interests  may  require  the  adoption  of  a  common  commercial 
policy  among  them.  Cuba  and  Hawaii  are  economically  a  part  of 
the  United  States  and  bound  to  this  country  by  peculiar  political 
ties*  To  refuse  in  their  case  a  close  economic  union  with  the 
United  States  would  be  unjust  to  them.  Even  Algeria  may  per- 
haps reasonably  claim  inclusion  in  a  customs  union  with  France. 

Bit  was  gradually  extended  to  include  more  German  states  and  was  com- 
pleted in  1871.    Hamburg  and  Bremen  were  added  in  October^  1888. 
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Just  where  the  limit  to  the  establishment  of  customs  unions  and 
preferential  arrangements  shall  be  placed  depends  on  what  is  de- 
sirable from  the  standpoint  of  international  good-wilL  The  in- 
terests of  weak  political  units  dependent  on  others  and  the  funda- 
mental political  and  geographic  relationships  should  be  carefully 
weighed.  It  is  reasonable  to  suggest,  however,  that  mere  political 
ties  between  political  units  widely  separated  is  not  alone  enough 
to  justify  preferences.  From  the  standpoint  of  world  harmony, 
then,  no  justification  can  be  found  for  preferences,  for  example, 
between  the  United  States  and  the  Philippines,  Great  Britain  and 
Australia,  Italy  and  Eritrea,  or  France  and  Indo-China. 

It  is  one  thing,  however,  to  admit  that  exceptions  are  necessary, 
and  quite  another  to  determine  what  the  exceptions  are  to  be. 
If  each  nation  is  left  to  determine  independently  what  exceptions 
to  the  general  rule  should  exist,  the  general  treaty  will  put  us  lit- 
tle further  ahead  than  we  are  today.  Plausible  grounds,  geo- 
graphic or  political,  can  always  be  alleged  for  preference  and  the 
exceptions  will  destroy  the  rule.  Here,  as  in  the  case  of  concealed 
discriminations,  we  have  a  problem  for  international  investigation 
and  possible  decision. 

Machinery  of  an  International  League 

Both  concealed  discriminations  and  open  exceptions  to  the  gen- 
eral rule  of  the  open  door  raise  inunediately  the  question  of  the 
machinery  to  be  adopted  by  nations  for  their  joint  action.  We 
can  not  here  discuss  the  details  of  the  League  of  Nations,  but 
some  phases  of  its  possibilities  should  be  suggested  in  relation  to 
preferences  and  the  open  door.  No  international  league  will 
spring  into  existence  full-fledged.  A  plan  too  ambitious  for  the 
present  time  will  destroy  itself.  Nations  will  not  immediately 
yield  up  that  degree  of  sovereignty  which  the  more  pretentious 
plans  for  a  League  of  Nations  call  for.  Years  of  education  and 
experimentation  are  ahead  of  the  world  before  the  tradition,  the 
sanction,  and  the  international  will  come  into  being  which  are 
necessary  to  make  a  comprehensive  world  state  a  success.  The  im- 
mediate problem  is  to  determine  the  steps  which  now  should  be 
taken  toward  international  government,  for  real  progress  depends 
on  knowing  how  much  the  world  will  accept  at  the  present  stage  of 
its  development.  The  following  proposals  are,  therefore,  made  as 
suggestive  guides  toward  permanent  peace: 

1.  That   general   principles,  governing  as  many   subjects  as 
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possible,  be  enumerated  in  general  treaties  signed  by  all  the  na- 
tions. For  example,  instead  of  leaving  discriminations  and  pref- 
erences to  nations  bargaining  two  by  two,  or  to  special  confer- 
ences, the  nations  should  adopt  by  general  treaty  the  principle  of 
the  open  door  and  unconditional  most-favored-nation  treatment. 

a.  That  there  be  established  with  ample  funds  to  support  them, 
a  series  of  advisory  and  administrative  commissions,  whose  duty 
it  will  be  to  investigate  and  give  publicity  to  matters  of  interna- 
tional concern  and  to  administer  any  task  laid  on  them  by  the 
final  treaties. 

8.  That  the  peace  treaty  provide  for  the  reassembling  from 
time  to  time  of  the  delegates  of  the  nations,  and  that  at  these 
periodic  meetings  these  representatives  have  power  on  their  own 
initiative,  or  on  the  recommendation  of  any  one  of  the  inter- 
national commissions,  to  revise  or  extend  any  provision  of  the 
final  treaty  and  resubmit  their  revisions  to  the  nations  for  ratifi- 
cation. 

International  Cormmsiona 

In  the  world  out  of  which  the  great  war  sprang  as  inevitably  as 
sparks  fly  upward,  a  nation  aggrieved  by  shipping,  trade,  or 
financial  discriminations  had  only  the  alternative  before  it  of  sub- 
mitting or  retaliating.  If  it  submitted,  it  nursed  its  grievance  in- 
to suspicion  and  hatred;  if  it  retaliated,  the  world  witnessed  a 
commercial  war  which  increased  ill  feeling.  The  need  was  great, 
and  now,  after  the  war,  is  even  greater  for  international  commis- 
sions which  will  investigate  and  offer  a  solution  to  these  commer- 
cial rivalries  before  they  result  in  conflict.  The  Allied  Maritime 
Transport  Council,  which  has  rendered  such  genuine  service  dur- 
ing the  war,  suggests  the  field  for  an  international  shipping  com- 
mission. The  food  and  raw  material  Executives  of  the  Allies  may 
be  regarded  as  the  beginnings  of  the  organization  for  handling 
world  problems  concerning  food  and  raw  materials.  Anarchy,  be- 
fore the  war,  reigned  almost  supreme  in  international  trade  rela- 
tions. Because  there  were  no  international  standards  of  competi- 
tion, the  only  restraints  on  unfair  practices  by  great  export  syn- 
dicates were  those  exercised  by  nations,  and  they  were  ineffective. 
An  international  trade  commission  could  be  of  great  service  in 
making  competition  between  nations  fair.  Investments  and  con- 
cessions in  politically  backward  countries  should  also  be  under  an 
advisory  commission,  which  would  view  the  problem  in  the  light  of 
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international  needs.  An  international  tariff  commission,  as  the 
discussions  in  this  address  indicate,  is  imperative.  It  would  act 
as  an  arbiter  in  tariff  disputes  between  nations,  give  publicity  to 
concealed  discriminations,  investigate  and  report  on  the  economic 
phases  of  any  exceptions  to  the  general  rule  of  equality  of  treat- 
ment and  opportunity,  and  at  stated  times  submit,  as  should  the 
other  international  commissions,  its  reports  and  findings  to  the 
reassembled  delegates  of  the  nations. 


THE  OPEN  DOOR  AND  COLONIAL  POLICY— DISCUSSION 

J.  T.  Cremer. — I  am  thankful  for  having  been  asked  to  say  a  few 
words  in  reply  to  the  interesting  paper  read  by  Mr.  Culbertson^  show- 
ing so  clearly  that  the  open-door  policy  in  the  colonies  is  one  of  the 
economic  bases  for  permanent  peace. 

The  learned  speaker  showed  clearly  that  many  of  the  colonies^  which 
were  originally  "conceived  to  exist  solely  for  the  benefit  of  the  mother 
country"  are  yet  far  from  being  now  held  in  trust  for  the  benefit  of 
the  inhabitants  of  those  colonies;  they  are  far  from  seeing  their  doors 
opened^  in  order  to  give  entrance  to  nations— other  than  the  mother 
country — ^to  participate  in  the  economic  development  of  the  less  ad- 
vanced parts  of  the  world.  In  fact^  nearly  all  the  nations  mentioned 
have  either  preferential  custom-tariffs  or  they  discriminate  in  other 
ways  in  favor  of  the  mother  country.  It  is  remarkable  that  mother 
countries^  most  prone  to  give  equal  rights  and  freedom  to  their  own 
citizens^  countries  which  are  looked  upon  as  the  bulwarks  of  religious 
and  political  freedom^  do  not  feel  that  the  far-away  souls  they  have 
charge  of  claim  not  only  that  same  freedom  but  also  economic  freedom. 

The  speaker  first  referred  to  the  Dutch  Colonial  Policy^  but  least 
was  said  about  it.  This  silence  however  is  eloquent:  "So  far  as  the 
published  tariffs  show/'  he  said^  "there  are  no  preferences.  .  •  .  The 
open  door  prevails  in  the  colonies  and  the  low  revenue  tariff  of  the 
mother  country  gives  no  special  advantage  to  colonial  products." 

This  is  quite  true  and  unpublished  ti^riffs  do  not  exist.  The  home 
and  the  colonial  tariffs^  I  understand^  will  be  published  in  the  Free 
Trade  Journal. 

I  now  beg  to  be  permitted  to  explain  briefly:  (1)  why  the  Nether- 
lands adopted  this  policy;  (2)  what  the  results  are;  (8)  what  con- 
clusion is  to  be  drawn — a  conclusion,  which^  I  fear,  differs  with  respect 
to  the  colonies  inhabited  by  colored  natives  slightly  from  that  of  Mr. 
Culbertson. 

1.  I  frankly  admit  that  the  colonial  policy  of  Holland,  executed 
chiefly  by  the  Chartered  East  Indian  Company,  originally  had  more 
in  view  the  benefit  of  the  mother  country  than  that  of  the  natives,  and 
I  should  not  like  to  take  the  responsibility  of  all  that  happened  in 
the  greater  part  of  its  three  centuries  of  colonial  rule.  However,  in 
the  past  century  better  ideas  dawned. 

It  is  now  about  fifty  years  ago  that  the  preferential  import  and 
export  duties  were  abolished^  much  to  the  disgust  at  that  time  of  some 
home  manufacturers  and  merchants,  who  feared  that  they  would  be 
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driven  out  of  the  Indian  market  by  foreign  competition*  But  the  Home 
Government  stood  firm  and  considered  that  the  natives  had  a  right  to 
buy  and  sell  in  the  best  markets.  They  had  to  pay  their  taxes  in 
money  and  in  labor  (the  latter  method  has  since  been  abolished)  and 
had  a  right  to  claim  that  the  proceeds  should  go  into  the  Treasury^  not 
indirectly  into  the  pockets  of  home  consumers  or  producers. 

Another  reason  for  opening  our  door  widely  was  that  as  a  small  na- 
tion we  considered  it  a  very  grave  and  great  task  to  develop^  all  by 
ourselves^  a  territory  sixty  times  larger  than  our  own  home  country^ 
six  times  the  size  of  the  Philippines  or  of  the  United  Kingdom;  and 
with  a  population  of  some  45  millions  (seven  times  our  own).  Co- 
operation of  foreign  capital^  industry,  energy^  and  science  was  re- 
quired^ admitted,  and  obtained.  We  count  amongst  our  oldest  Indian 
commercial  firms,  banks,  planters,  and  scientists,  a  great  number  of 
foreign  Europeans  and  Asiatics.  Few  Americans,  I  must  say,  but  they 
had  a  great  task  to  fulfill  within  their  own  boundaries.  However, 
since  the  war  closed  the  direct  trade-roads  with  the  mother  country, 
a  brisk  trade  by  the  Pacific  Ocean  route  has  been  carried  on  with  the 
United  States,  and  it  is  still  going  on. 

Besides,  during  the  Hudson-Fulton  festivals,  on  which  occasion  I 
had  the  advantage  of  becoming  acquainted,  in  New  York,  with  some  of 
your  important  rubber  manufacturers,  they  took  my  advice  and 
opened  out  rubber  plantations  in  Sumatra,  which  are  now  the  largest 
in  the  world.    Others  followed  that  example. 

The  latter  fact  shows  that  not  only  was  our  door  open  for  com- 
merce, but  also  for  certain  investments  and  concessions  of  another  na- 
ture. In  fact,  for  the  purpose  of  cultivating  waste  soil,  for  working 
manufactories,  etc.,  the  foreigner  can  cooperate  with  Holland  or  native 
industrials  on  easy  conditions.  Railway  tariffs  are  the  same  for  every- 
one; the  railways  are  mostly  worked  by  the  government.  Foreign 
steamship  lines  frequently  visit  the  Colony. 

2.  The  results  of  the  open-door  policy  are  very  satisfactory.  Far 
from  having  stunted  home  enterprise  the  foreign  competition  has  emu- 
lated and  strengthened  it,  and  our  products  compete  with  those  of  other 
nations,  not  only  on  the  colonial  but  also  on  the  world's  markets.  Al- 
though Holland  hardly  produces  any  charcoal  and  produces  no  ores 
of  any  kind,  although  it  is  therefore  severely  handicapped  as  an  in- 
dustrial country,  still  its  industries  have  greatly  developed  in  the 
last  half  century.  Its  shipping  enterprise  is  known  all  over  the  world ; 
in  the  transit  through  the  Suez  Canal  it  took  the  third  place  before 
the  war. 
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The  East  Indian  colonies  at  the  same  time  rapidly  developed.  The 
total  trade  returns  in  1890  amounting  to  florins  800  millions^  in  1905, 
to  florins  480  millions^  grew  in  1918  to  one  billion  florins^  which  at 
the  rate  of  2^  florins  to  the  dollar^  is  equivalent  to  $400^000^000. 
They  more  than  trebled  in  28  years.  The  imports  were  about  40  per 
cent,  the  exports  60  per  cent  of  that  total.  Nearly  one  third  of  the 
trade  was  direct  between  mother  country  and  colony.  The  chief  im- 
ports were  machinery^  iron  and  steely  automobiles,  etc.  The  exports 
were  tin,  sugar,  tobacco,  rubber,  tea,  coffee,  cinchona,  vegetable-oil,  etc. 

It  would  carry  me  too  far  to  go  into  further  details.  Suffice  it  to 
say  that  since  Mr.  Money,  a  British  author^  who  visited  Java  after  a 
life  spent  in  British  India,  some  sixty  years  ago  wrote  his  book  Java, 
or  How  to  Manage  a  Colony,  and  since  your  countryman  Mr.  Clive 
Day  wrote  his  excellent  book  The  Dutch  on  Java,  much  has  been 
changed  for  the  better.  I  am  sure  that  the  many  competent  Ameri- 
cans, who  since  the  Philippines  came  into  your  possession  have  visited 
the  neighbouring  colony,  your  governors  (I  mention  Mr.  Harrison), 
your  military  commanders,  officials,  and  merchants  there,  have  been 
favorably  impressed  by  the  system  of  government  in  the  Netherlands 
Indies  and  its  results. 

Very,  very  much  remains  to  be  done,  chiefly  for  the  opening  up 
of  the  great  islands  surrounding  Java,  namely,  Sumatra^  Borneo,  Cele- 
bes, New  Guinea,  etc.,  but  one  object  we  have  attained  already,  namely^ 
that  the  natives  are  convinced  that  no  other  foreign  rule  would  offer 
them  greater  advantages  than  that  of  the  Netherlands;  and  that  the 
foreign  nations,  now  freely  admitted  to  the  colony  with  their  com- 
merce and  industry,  feel  that  a  transfer  of  the  Netherland  rule  into 
other  hands  would  seriously  endanger  those  relations. 

This  safeguard  of  good  feeling  is  to  us  of  more  value  for  main- 
taining our  position  in  the  Far  East  than  a  large  fleet  and  a  strong 
army,  the  costs  of  which  would  weigh  down  the  colony. 

8.  This  leads  me  to  the  conclusion  that  any  colonial  nation,  which 
understands  the  importance  of  the  open  door  in  international  colonial 
relations,  can  act  for  itself,  can  act  at  once,  without  the  making  of 
"preferences  on  international  problem."  There  are  such  immense 
problems  to  be  solved  between  nations  after  the  great  war,  problems  of 
right  and  of  might,  problems  of  international  association^  all  of  which 
cannot  be  solved  except  by  mutual  agreement,  that  I  would  not  recom- 
mend to  add  to  these  labors  such  problems  as  every  nation  can  settle 
for  itself.  Granted,  even^  that  it  would  have  some  advantages  to  do 
so,  we  cannot  but  admit  that  years  would  pass  before  a  conclusion,  if 
any,  would  be  arrived  at. 
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Versailles  and  The  Hague's  Peace  Palace  have  enough  work  before 
them.  The  nations  that  now  have  no  preferential  duties  in  their  col- 
onies^ that  abolished  them  by  their  own  free  wiU^  did  not  make  an 
international  problem  of  their  decision. 

What  Dembnrg^  the  then  German  Colonial  Secretary,  said,  as  we 
heard  just  now,  is  not  true.  A  country's  own  colonies  are  not  "instm* 
ments  of  commercial  policy"  of  the  mother  country.  That  is  a  policy 
of  centuries  gone  by.  It  is  not  true  that  "a  nation  secures  rights  and 
privileges  in  foreign  colonies  only  when  she  can  offer  corresponding 
rights  and  privileges  in  her  own  colonies."  This  barter  of  the  rights 
of  natives,  who  have  no  say  in  the  matter,  is  unsound,  is  objectionable, 
is  untrue.  In  the  colonies  I  mentioned  just  now  the  rights  are  given 
without  a  reward  and  they  fare  well  all  the  same. 

And  therefore  I  would  advise  those  nations  which  feel  that  prefer- 
ential duties  and  discrimination  are  against  the  interests  of  their 
colonists  and  imperil  peace,  not  to  wait  for  others  to  join  them,  not 
to  waste  precious  time,  but  to  act. 

Taking,  for  instance,  the  Philippines,  we  have  just  now  heard  that 
in  191S  the  door  was  closed  there  for  free  trade,  causing  a  bitter  op- 
position from  some  classes  there.  And  no  wonder,  as  it  was  said  that 
the  new  tariff  act  is  a  subsidy  to  the  American  exporter  at  the  expense 
of  the  Philippine  importer. 

Your  Economic  Association,  I  take  it,  will  understand  that  the  in- 
dustry of  the  United  States,  its  commerce,  its  agriculture,  and  shipping 
trade,  which  in  the  past  war-years  have  all  shown  their  tremendous 
strength,  do  not  require  the  weak  support  of  a  few  millions  of  subjects 
in  the  Philippines  and  at  their  expense.  The  United  States  consumer 
might  allow  these  brown  brothers  from  oversea  to  sell  their  colonial 
produce  at  the  best  market;  and  if  you  understand  the  advisability  of 
this  policy,  I  venture  to  ask:  why  should  a  nation  wanting  to  act  in  this 
matter  not  act  at  once  and  for  itself?  Should  the  United  States 
deem  it  advisable  to  do  so,  she  might  join  in  this  open-door  policy  the 
neighboring  colonies  situated  between  the  Indian  and  the  Pacific 
Oceans,  and  between  the  Asiatic  and  the  Australian  Continents,  all 
pk)pulated  by  the  Malay-Poljnesian  race  and  comprising,  besides  the 
Philippines,  the  Netherland  East  Indian  Archipelago,  and  the  British 
Straits  Settiement,  where  the  door  is  open  to  everyone.  They  would 
then  be  an  object  lesson  to  other  nations. 

I  know  of  a  nation,  which,  when  it  was  itself  a  colony,  objected  to 
paying  import  taxes  for  the  benefit  of  the  mother  country,  and  some 
145  years  ago  showed  its  displeasure  at  a  certain  '*tea-party/*    The 
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consequences  were  so  great  that  it  is  now  one  of  the  mightiest  nations 
of  the  world. 

Let  us  prevent  similar  "tea-parties"  elsewhere;  let  those  who  now 
feel  strong  and  hearty  throw  away  their  differential  bandages^  their 
protective  crutches^  and  their  discriminating  easy-chairs ;  and  above  all 
let  us  not  talk  about  it  but  say— DO  IT  NOW. 

Robert  L.  Hale. — ^Mr.  Culbertson's  paper  is  a  very  encouraging 
sign  of  the  times.  The  adoption  of  his  propositions  by  the  Peace  Con- 
ference would  remove  many  of  the  causes  of  international  friction — ^as 
many^  perhaps^  as  it  is  now  practicable  to  remove.  But  it  would  not 
remove  them  all.  And  it  is  our  function  as  academic  men  to  look  be- 
yond the  Peace  Conference  and  to  seek  out  and  to  inform  the  public 
of  the  causes  of  friction  still  waiting  for  removal. 

Mr.  Culbertson's  plan^  and  President  Wilson's  third  point  as  re- 
cently interpreted,  would  forbid  some  of  the  forms  of  discrimination 
which  are  practiced  between  nations.  Under  this  plan^  one  govern- 
ment could  no  longer  discriminate  in  its  customs  tariff  between  the 
interests  of  producers  in  different  foreign  nations.  But  as  long  as  a 
protective  tariff  of  any  sort  is  permitted,  the  government  which  im- 
poses it  must  of  necessity  discriminate  in  favor  of  the  domestic  and 
against  the  foreign  producers  of  the  protected  article.  Such  discrimi- 
nation is  the  very  essence  of  protection.  Yet  there  are  circumstances 
under  which  discrimination  in  favor  of  production  in  a  given  locality 
may  be  justified.  But  that  sort  of  discrimination,  if  practiced  by  a 
body  representing  one  locality^  may  well  cause  friction  with  the  gov- 
ernment which  represents  the  locality  whose  production  is  discrimi- 
nated against.  To  avoid  this  friction,  whatever  governmental  dis- 
crimination is  practiced  between  production  in  different  localities 
should  be  practiced  by  a  body  representing  all  of  the  interests  con- 
cerned. Such  a  body  would  be  an  international  tariff  commission,  of 
the  kind  which  Mr.  Culbertson  suggests,  but  with  additional  powers. 

But  a  customs  tariff  is  not  the  only  weapon  with  which  a  govern- 
ment can  at  present  discriminate  between  the  interests  of  groups  some 
of  whom  may  not  be  represented  in  that  government.  Whenever  a 
government  controls  credit,  establishes  priority  rules,  raises  or  spends 
revenue  or  regulates  transportation  rates,  it  has  the  power  to  dis- 
criminate among  interests  in  different  localities.  In  fact,  it  has  no 
power  to  avoid  discriminating.  Any  regulation  of  rates,  for  instance, 
necessarily  involves  an  apportionment  among  the  different  classes  of 
traffic  of  those  costs  of  the  enterprise  which  cannot  be  definitely  im- 
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patecL  to  any  single  class.  Where  the  traffic  will  bear  it,  there  is  room 
for  discrimination  in  the  apportionment  of  these  joint  costs.  There 
are  indeed  mathematical  formulas  the  application  of  which  calls  for  no 
discretion ;  but  the  very  choosing  of  one  of  these  formulas  of  apportion- 
ment is  a  discrimination  against  those  classes  of  traffic  which  would 
gain  more  from  the  application  of  a  different  formula.  The  classes 
among  whom  this  discrimination  is  made  may  represent  interests  in 
different  nations.  If  the  body  which  practices  the  discrimination  rep- 
resents the  interests  of  one  nation  alone,  we  have  again  a  cause  for 
friction  between  governments. 

We  hear  much  of  the  desire  of  the  French  government  to  bring  the 
iron  district  of  the  Saar  Valley  within  the  French  boundaries.  Were 
the  prices  of  the  Saar  ore  to  be  fixed  by  an  international  commission, 
as  well  as  the  rules  of  priority  in  the  purchase  of  the  ore,  the  trans- 
portation rates  and  the  international  equivalents  of  export  and  import 
duties  on  it,  then  the  action  of  that  international  commission  and  not 
the  location  of  the  boundary  would  be  the  factor  decisive  of  the  re- 
spective advantages  to  be  obtained  by  the  French  and  German  iron 
industries.  Were  the  labor  conditions  in  and  the  taxes  on  the  mines 
likewise  to  be  fixed  by  international  bodies,  and  the  expenditure  of  the 
proceeds  of  those  taxes,  then  the  question  of  the  location  of  the  boun- 
dary would  lose  its  entire  economic  significance.  But  not  until  all  the 
international  conflicts  of  economic  interest  are  removed  from  the  juris* 
diction  of  purely  national  governmental  bodies  will  the  location  of 
international  boundaries  cease  to  be  of  economic  moment.  Not  until 
then  can  their  location  be  determined  with  reference  solely  to  cultural 
and  traditional  considerations — ^to  the  rights  of  "self-determination" 
of  the  inhabitants. 


THE  ECONOMIC  FACTORS  IN  THE  MAINTENANCE 

OF  PEACE— DISCUSSION^ 

C.  VAN  VoLLENHOTBN. — Thoiigh  there  is  an  old  Latin  proverb  say- 
ing that  a  twice  repeated  story  pleases^  yet  I  deem  it  a  safer  course 
for  tonight's  meetings  not  to  repeat  in  my  tune  the  suggestive  ideas 
expressed  by  Professor  Sprague  and  which  so  highly  honor  their 
author^  but  rather  to  support  them  by  proposing  a  slight  addition. 
Mr.  Sprague's  introduction,  in  my  humble  judgment^  leaves  an  am- 
biguity. It  might  seem  as  if,  to  the  political  economy  of  the  present 
day,  only  a  new  final  chapter  ought  to  be  added ;  a  final  chapter  advis- 
ing to  make  no  use  whatever  of  national  economic  forces  and  national 
economic  opportunities,  if  such  a  use  proves  contrary  to  the  benefit  of 
the  world  at  large,  and  therefore  apt  "to  breed  occasions  for  war." 
But,  I  think  this  is  not  the  thing  we  want.  Instead  of  a  new  final 
chapter,  economic  theory  and  practice  need  a  new  introductory  chap- 
ter and  a  new  title  page.  In  the  days  of  Adam  Smith  and  Alexander 
Hamilton,  international  peace  and  international  organization  were 
words  without  any  reality ;  and  so  the  economy  of  their  lifetime  could 
only  be  an  inquiry  into  the  nature  and  causes  of  the  wealth  of  separate 
nations, — of  nations  considering  but  themselves  and  judging  after  their 
national  wants  and  wishes.  For  such  a  practice  and  for  these  studies, 
"political"  or  "national  economy"  indeed  was  a  true  and  suitable  term. 
But  an  economy  as  advocated  last  night  by  Professer  Irving  Fisher 
and  by  Professor  Sprague  in  his  paper,  starts  from  quite  another 
point ;  it  does  not  inquire  into  the  causes  of  wealth  of  a  particular  na- 
tion in  its  particular  case,  but  into  the  causes  of  wealth  of  all  the  na- 
tions as  a  whole,  of  nations  in  their  undeniable  bonds  of  interdepend- 
ence. The  same  reason  which  will  compel  mankind,  after  this  war,  to 
rewrite  international  law,  no  longer  from  the  point  of  view  of  the 
separate  nations  with  their  clashing  rights  and  interests,  but  from 
that  of  their  common  rights  and  interests, — ^that  same  reason  will  urge 
upon  them  a  new  "international  economy."  Let  it  then  be  styled  so, 
from  its  very  birth  onward,  and  let  the  old  inadequate  name  of  a  "po- 
litical," a  "national  economy"  be  dismissed  into  the  desert  together 
with  the  thing  itself. 

Now  it  is  a  pleasure  to  me  to  draw  your  attention  to  the  fact 
that,  as  many  as  five  years  ago,  an  organization  was  planned  to  pro- 
mote Professor  Sprague's  ideas.    In  January,  1914,  half  a  year  before 

iThe  paper  on  this  subject,  by  Professor  O.  M.  W.  Sprague,  of  Harvard 
University  was  not  read  at  the  meeting. 
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the  war,  a  special  committee  from  the  Institute  of  Intematioiial  Law 
discussed  in  the  Peace  Palace  at  The  Hague  an  Academy  of  Inter- 
national Law^  as  suggested  at  the  Second  Hague  Peace  Conference 
of  1907;  and  this  new  academy^  founded  at  The  Hague  on  January  28, 
1914,  would,  but  for  the  war,  have  opened  its  doors  in  the  autumn  of 
that  year.  Now,  though  this  academy  is  styled  in  its  regulations  an 
academy  for  international  law,  its  second  article  reads,  that  the  acad- 
emy will  be  destined  for  studies  on  international  law  and  on  cognate, 
related,  sciences;  and  at  the  preparatory  meetings  it  was  said,  more 
than  once,  that  economy,  viewed  from  an  international  point  of  view, 
and  therefore  savouring  not  of  war  but  of  peace,  would  enter  within 
this  scope.  Thus  an  international  organisation,  established  by  com- 
petent and  impartial  men  from  various  countries,  and  governed  by  an 
international  board,  stands  upright  and  quite  ready  to  serve  Professor 
Sprague's  lofty  ideals;  and  I  cordially  hope  our  learned  lecturer,  who 
wrote  his  paper  to  seek  some  adherence  to  his  views,  in  finding  his 
exertions  already  crowned  by  anticipation,  will  feel  somewhat  like 
Saul  in  the  Old  Testament,  who  went  out  to  seek  his  lost  asses  and 
found  a  kingdom. 


MINUTES  OF  BUSINESS  MEETINGS  AT  RICHMOND 

December  27  and  2S,  1918 

Pursuant  to  the  announcement  in  the  program^  the  Thirtieth  Annual 
Meeting  of  the  Association  opened  with  a  business  meeting  in  Room 
A.  of  the  Jefferson  Hotels  at  Richmond^  Virginia^  on  December  27^  at 
9  A.  M.^  with  President  Fisher  in  the  chair. 

The  annual  reports  of  the  Secretary  and  of  the  Treasurer^  which 
had  been  prepared  hy  Professor  Youngs  were  in  his  absence  read  by 
Professor  English  of  Cornell.    Each  was,  in  turn,  by  vote,  approved. 

The  Auditors'  report  was  read  by  Professor  English,  chairman  of 
the  Auditing  Committee,  and  by  vote  approved. 

The  report  of  the  Managing  Editor  of  the  American  Economic  Re- 
view was  read  by  Professor  Dewey,  and  was,  by  vote,  approved. 

The  President  announced  the  appointment  of  the  following  Com- 
mittee on  Nominations:  Messrs.  Carver,  Bamett,  Kemmerer,  Haney, 
and  Oephart. 

The  President  reported  the  receipt  by  the  Association  of  a  gift  from 
Mr.  Eph.  A.  Karelsen  of  $1500  for  a  prize  or  prizes  for  papers  on 
the  subject,  "What  can  a  man  afford?*' 

The  work  of  the  special  committees  on  the  economic  problems  of 
the  war  which  had  been  organized  early  in  the  year  was  then  sum- 
marized by  the  President^  and  it  was  voted  that  these  committees  all 
be  discharged^  and  that  the  new  administration  be  authorized  to  con- 
tinue or  extend  or  reconstitute  such  of  them  as  he  desires. 

For  the  Committee  on  the  Purchasing  Power  of  Money,  of  which 
Professor  Fisher  was  chairman,  he  reported  that  three  bulletins  had 
been  published,  that  on  one  the  committee  was  not  unanimous,  one 
more  was  ready  for  publication,  and  the  remaining  three  were  rendered 
unnecessary  by  the  coming  of  peace.  It  was  voted  that  the  commit- 
tee be  authorized  to  put  out  the  publicity  already  prepared  on  Stabil- 
izing the  Dollar. 

The  committees  on  Marketing,^  on  Price  Fixing,'  and  on  Foreign 
Trade'  announced  their  contributions  to  the  programs  of  the  coming 
sessions  on  these  topics.  Especial  mention  was  made  of  the  War  Fi- 
nance Committee,  the  comprehensive  report  of  which  was  to  be  the 
basis  of  the  session  on  Taxation.^  A  fund  of  $25,000  had  been  raised 
by  the  committee  for  its  work. 

1  See  Professor  Hlbbard's  paper  on  page  47  of  these  Proceedings. 

2  See  resolutions  of  the  Committee  on  Price  Fixing,  on  page  351-2  below. 

8  See  report  presented  by  the  chairman  on  page  9S6  of  these  Proceedings. 

4  This  report,  together  with  the  discussion  of  it  given  at  the  session  on  Tax- 
ation, appears  in  a  separate  publication,  American  Eeonomie  Review,  Sup- 
plement, No.  2,  March,  1919. 
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The  committees  on  Labor^  Arrears  in  Bibliographical  Pablications, 
and  Collegiate  Instruction  in  Social  Sciences  reported  progress.  The 
committees  on  Transportation  and  on  Coordination  in  Taxation  had  no 
reports.    The  former  asked  to  be  discharged^  the  latter  to  be  continued. 

Professor  Bogart  reported  that  there  had  been  collected  some  1500 
questionnaires  sent  out  by  the  Committee  on  Cooperation  in  Economic 
Research;  and  it  was  voted  that  a  committee  be  appointed  to  promote 
the  utilization  of  the  material  in  these  questionnaires  for  economic  or 
statistical  research. 

Upon  a  motion  by  Professor  Dewey  it  was  voted  that  the  new  Presi- 
dent^  the  Secretary^  and  Professor  Carver  be  appointed  a  committee 
to  consider  the  reconstitution  of  the  Executive  Committee^  as  suggested 
by  the  Secretary  in  his  annual  report,  and  to  present  at  the  next  an- 
nual meeting  a  plan  for  such  reconstitution. 


A  second  business  meeting  of  the  Association  was  held  in  Room  A. 
of  the  Jefferson  Hotel  on  Saturday,  December  28,  at  9.80  a.  u,,  with 
President  Fisher  presiding. 

The  report  of  a  meeting  of  the  Executive  Committee  held  in  the 
auditorium  of  the  Jefferson  Hotel  on  Friday,  December  27,  at  12.4*5 
p.  M.,  was  presented  to  the  Association  by  T.  N.  Carver  as  follows: 

It  was  voted  by  the  Executive  Committee  to  extend  a  vote  of  thanks 
to  Mr.  Karelsen  for  his  gift  of  $1500  for  prizes,  and  to  authorize  the 
President  to  see  that  the  offer  is  made  effective  and  productive  of  re- 
sults; that  is,  that  the  conditions  are  stated  and  are  presented  to  the 
economics  students  of  the  country  and  members  of  the  Association, 
and  any  others  who  may  wish  to  compete.  The  conditions  decided 
upon  were: 

1.  The  contest  is  open  to  all. 

2.  A  first  prize  of  $1000  and  second  prize  of  $500  will  be  given. 
S.  Papers  must  be  in  the  hands  of  the  Secretary  by  October  1,  1919. 
4.  The  papers  shall  be  judged  by  a  committee  of  three  appointed 

by  the  President  of  the  American  Economic  Association,  including  one 
economist,  one  practical  social  worker,  and  one  student  of  ethics. 

It  was  voted  by  the  Executive  Committee  to  recommend  that  the 
Association  pass  the  following  resolution: 

WHEREAS,  The  19^  national  census  should  be  our  most  important  single 
source  for  statistics  vitally  affecting  our  social  and  economic  problems; 

WHEREAS,  The  usefulness  of  this  census  will  be  in  direct  proportion  to 
its  accuracy; 

WHEREAS,  It  is  obvious  that  the  enumerators  and  supervisors  should  be 
selected  because  of  technical  fitness; 

WHEREAS,  The  pending  Census  Bill,  H.  R.  11984,  takes  the  appolnbncsit 
of  the  supervisors,  who  name  the  enumerators,  out  of  the  control  of  the  Civil 
Service  Commission; 
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WH£R£AS,  A  special  committee  of  this  Association  Is  codperatlng  under 
the  Director  of  the  Census  in  the  preparation  of  certain  technical  phases  of 
the  work; 

We,  members  of  the  American  Economic  Association,  respect fuUy  but  most 
earnestly  protest  against  taking  the  appointment  of  supervisors  out  of  the 
control  of  the  CivU  Service  Commission  and  urge  that  they  be  appointed 
through  the  agency  of  the  Civil  Service  Commission. 

The  following  resolutions^  passed  by  the  Committee  on  Price  Fixing, 
were  reported  to  the  Executive  Committee,  for  their  acceptance  and  in- 
clusion in  the  records : 

Bsiolved,  That,  in  the  opinion  of  the  Committee  on  Price  Fixing: 

1.  Any  conclusions  which  may  be  reached  in  regard  to  price  fixing  in  war 
time  should  not  be  interpreted  as  necessarily  applying  to  peace  conditions. 

9.  In  any  case  where  price  fixing  is  justified  the  price  should  be  high  enough 
to  call  forth,  in  so  far  as  the  price  can  affect  the  production,  a  prompt  and 
adequate  supply  for  war  purposes,  but  not  higher  than  necessary  to  accomplish 
that  end. 

It  is  not  necessary  that  it  should  cover  the  cost  of  production  of  those  pro- 
ducers who  are  especially  inefficient,  or  who  are  producing  under  especially 
unfavorable  conditionsj  unless  a  sufficient  supply  cannot  be  obtained  from 
other  producers  at  the  price  fixed. 

8.  In  case  large  quantities  of  any  commodity  are  required  by  our  own  and 
the  allied  governments,  the  buying  should  be  unified  even  though  such  unified 
buying  should  result  in  something  like  price  fixing  by  the  single  buying 
agency.  In  this  case  the  principle  involved  in  resolution  No.  9  should  be 
adhered  to. 

4.  In  fixing  prices  for  government  purchases  a  careful  study  should  be  made 
to  ascertain  if  purchases  which  are  ostensibly  private  purchases  are  not 
really  for  government  purposes.  When  a  given  product  is  being  bought  by 
contractors  engaged  on  work  for  the  government,  there  Is  danger  that  the 
government's  interest  will  be  Injured  as  a  result  of  higher  prices  being  paid 
by  the  contractor. 

5.  The  prices  should  be  agreed  upon  after  conference  with  all  parties  who 
have  a  legitimate  interest,  including  the  producers  or  their  representatives,  as 
well  as  the  dealers  or  distributors  and  their  representatives,  and  the  prices 
should,  as  accuratdy  as  possible,  conform  to  the  principle  set  forth  in  resolu- 
tion No.  9. 

6.  Prices  under  competitive  conditions  perform  important  functions.  Ris- 
ing prices  for  a  product  tend  to  increase  production  and  to  check  consump- 
tion. Labor  and  capital  in  the  long  run  flow  into  those  industries  where  prices 
are  rising  faster  than  costs  and  away  from  industries  where  prices  are  falling 
faster  than  costs.  This  is  the  main  way  in  which  industry  is  guided  and  con- 
trolled under  a  system  of  free  enterprise. 

When  competition  exists  to  the  full  extent,  that  is  to  say,  when  it  is  possible 
for  labor  and  capital  to  flow  quickly  into  industries  whose  prices  are  rising, 
price  fixing  is  not  as  a  rule  called  for.    The  occasion  for  price  fixing  arises — 

a)  When  there  is  a  sudden  increase  in  the  demand,  usually  on  the  part  of 
the  government,  so  great  that  for  the  time  being  producers  cannot  meet  it, 
even  though  they  may  be  able  and  willing  to  start  their  production  at  once; 

b)  When  the  stock  is  so  limited  that,  even  though  the  demand  may  not  be 
sudden,  it  cannot  be  met  for  some  months  to  come,  as  for  example,  when  there 
is  a  shortage  in  the  supply  of  some  staple  crop,  like  wheat  or  com,  between 
harvests. 

In  both  of  these  cases,  the  demand  for  price  fixing  comes  from  the  belief 
that  high  prices  will  benefit  not  those  who  are  producing  commodities,  but 
those  who  either  by  design  or  accident  have  them  in  their  possession,  and 
therefore  make  a  purely  speculative  middleman's  profit 

If  prices  are  fixed  by  the  government,  some  other  agencies  must  usually  be 
provided  for  controlling  consumption  and  production,  that  is,  for  doing  what 
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changes  of  market  prices  would  do  automatically.  One  method  would  be  to 
draft  labor  and  capital,  and  to  ration  out  their  products  to  consumers*  Short 
of  this,  various  indirect  methods  may  be  used.  Moral  and  social  pressures 
may  be  applied  to  consumers  to  restrict  consumption  of  scant  supplies.  Taxa- 
tion may  be  used  to  repress  non-essential  industries.  The  government  may  use 
its  control  over  coal,  transportation,  and  basic  raw  materials  to  encourage 
needed  industries,  and  to  restrict  those  less  needed.  Banks,  under  the  leader- 
ship of  the  Federal  Reserve  Bank  and  the  Finance  Corporation,  may  restrict 
credits  to  non-essential  industries,  and  extend  credits  freely  to  those  most 
needed. 

7.  In  fixing  prices  of  a  given  commodity,  a  careful  examination  should  be 
made  of  the  relation  of  the  market  for  uie  given  commodity  to  the  market 
for  its  substitutes,  and  of  the  possibility  that  it  may  be  necessary  to  fix  the 
price  of  substitutes  in  order  to  maintain  the  most  advantageous  relation  be- 
tween the  consumption  of  the  given  commodity  and  the  consumption  of  its 
substitutes. 

8.  In  case  the  production  or  the  supply  of  any  commodity  in  the  control 
of  a  monopoly,  or  in  case  its  production,  distribution,  or  salt  is  so  concen- 
trated as  to  give  a  substantial  control  over  prices,  the  government  should  fix 
prices,  having  due  regard  to  the  cost  of  production,  the  maintenance  of  an 
adequate  supply,  and  the  prevention  of  unnecessary  waste. 

Price  fixing  is  likely  to  be  much  more  difficult  in  the  case  of  a  scattered 
than  in  that  of  a  concentrated  industry. 

9.  In  all  cases  where  prices  are  fixed,  allowance  should  be  made  for  quality. 
10.  Storing  goods  to  preserve  them  from  consumption  in  times  of  rdative 

abundance  in  order  that  they  may  be  available  for  consumption  in  times  of 
relative  scarcity  is  to  be  commended,  provided,  of  course,  that  it  does  not 
lead  to  the  cornering  of  the  market. 

It  was  voted  by  the  Association  to  adopt  the  following  recommenda- 
tions of  the  Committee  on  Price  Fixing: 

1.  That  the  Association  in  cooperation  with  the  National  Board  for 
Historical  Service^  the  American  Statistical  Association,  and  other  as- 
sociations that  may  be  interested^  urge  upon  Congress  the  advisability 
of  collectings  storing,  and  preserving  in  one  fireproof  building  all  the 
records  of  the  Food  Administration,  including  the  Grain  and  Sugar 
corporations^  of  the  Fuel  Administration,  of  the  War  Industries  Boud, 
of  the  War  Trade  Board,  of  the  U.  S.  Shipping  Board,  and  other 
boards  or  organizations  which  have  had  anything  to  do  with  price 
fixing;  and  that  appropriations  be  made  for  gathering  additional  ma- 
terial from  outside  sources  and  for  the  classification  and  indexing  of 
all  material  bearing  upon  the  subject  of  price  fixing. 

2.  That  the  Association  raise  a  special  fund  to  finance  an  intensive 
study  of  the  material  thus  collected. 

S,  That  the  Association  urge  upon  teachers  of  Economics  throne- 
out  the  country  the  desirability  of  directing  graduate  students  in  the 
use  of  this  material  and  the  making  of  intensive  investigations  of 
special  phases  of  the  problems  of  price  fixing. 

Professor  T.  N.  Carver  for  the  Committee  on  Nominations  reported 
the  following  nominations  for  election  to  offices  for  the  year  1919: 

President,  Henry  B.  Gardner;  Vice-Presidents,  George  E.  Boberts, 
Susan  M.  Kingsbury,  Henry  R.  Hatfield;  Secretary-Treasurer,  AUyn 
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A.  Young;  new  members  of  the  Executive  Committee^  Henry  C.  Tay- 
lor and  Maurice  H.  Robinson^  and  for  member  to  fill  the  vacancy 
caused  by  the  election  of  Henry  B.  Gardner  to  the  presidency^  F.  S. 
Deibler;  members  of  the  Editorial  Boards  Alexander  E.  Cance  and 
Willard  E.  Hotchkiss. 

It  was  unanimously  voted  that  the  officers  nominated  be  elected. 

The  place  of  the  next  annual  meeting  was  then  discussed  informally^ 
and  a  preference  was  expressed  of  those  present  to  hold  it  in  Lexing- 
ton, Kentucky,  though  no  decisive  vote  was  taken. 


REPORT  OF  THE  SECRETARY  FOR  THE  YEAR  ENDING 

DECEMBER  18^  1918 

It  is  the  Secretary's  duty^  first  of  all,  to  give  to  the  Assodatioii  an 
accoont  of  the  activities  of  the  Executive  Committee  during  the  year. 
That  Committee  has  had  to  meet  more  frequently  than  in  past  years 
and  it  has  had  to  deal  with  a  greater  number  and  variety  of  problems. 
But  the  difficulty,  already  apparent  in  recent  years,  of  securing  an 
adequate  attendance  at  the  meetings  of  the  Committee,  has  reached  a 
point  where  it  creates  a  problem  that  will  have  to  be  faced  by  the  As- 
sociation in  the  near  future.  Most  of  the  recent  meetings  of  the  Com- 
mittee have  lacked  a  quorum  and  its  more  important  decisions  have  had 
to  be  made  or  ratified  through  the  extra-legal  and  generally  unsatis- 
factory process  of  voting  by  mail. 

The  Committee  is  constituted  very  largely  of  the  past  and  present 
officers  of  the  Association;  the  president,  the  ex-presidents,  the  chair- 
man of  the  editorial  board,  and  the  secretary  being  members  ex-officio. 
Only  three  members  are  directly  elected  by  the  Association.  Under  the 
present  practice  of  an  annual  rotation  in  the  presidency  of  the  Asso- 
ciation the  number  of  ex-officio  members  is  rapidly  growing.  The 
membership  of  the  Committee  is  now  so  large  that  none  of  its  mem- 
bers, particularly  among  the  ex-presidents,  is  likely  to  feel  any  large 
measure  of  direct  and  personal  responsibility  for  its  work.  This  at 
any  rate  is  the  apparent  explanation  of  the  small  attendance  at  its 
meetings. 

In  view  of  the  importance  of  the  work  of  the  Committee,  entrusted 
as  it  is  with  a  very  large  measure  of  control  over  the  policies  of  the 
Association,  the  Secretary  ventures  to  suggest  the  desirability  of  re- 
constituting it  upon  a  different  basis.  The  number  of  elected  members 
should  be  increased,  and  it  may  be  wise  to  decrease  the  number  of  ex- 
officio  members,  possibly  by  limiting  the  number  of  years  for  which 
an  ex-president  should  remain  ex-officio  a  member  of  the  Committee. 
The  chairman  of  the  editorial  board,  holding  an  office  that  is  a  survival 
from  an  earlier  stage  in  the  publication  activities  of  the  Association, 
might  well  be  replaced  on  the  Committee  by  the  Managing  Editor  of 
the  American  Economic  Review. 

The  first  meeting  of  the  committee  for  the  year  was  held  at  the  Cos- 
mos Club,  Washington,  on  January  11.  Those  present  were  President 
Fisher^  and  Messrs.  Gray,  Marshall,  and  Young.  The  President  was 
authorized  to  appoint  special  committees  to  investigate  and  report 
upon  various  economic  problems  of  the  war,  including  specifically  trans- 
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portation,  labor^  and  price  control.  The  sum  of  $1000  was  appro- 
priated for  the  expenses  of  these  and  other  special  committees  of  the 
Association.  As  chairman  of  the  committee  on  the  purchasing  power 
of  money^  created  at  the  previous  annual  meetings  President  Fisher 
was  authorised  to  appoint  sub-committees  of  that  committee^  including 
a  sub-committee  on  index  numbers.  This  committee  was  also  author- 
ized to  issue  preliminary  reports  or  bulletins.  (By  mail  vote^  on  July 
8,  the  same  privilege  was  extended  to  other  committees,  on  the  condi- 
tion that  the  approval  of  the  President  of  the  Association  be  obtained.) 
In  accordance  with  votes  of  the  Association  at  its  previous  annual 
meeting  the  following  committees  were  created: 

1.  Committee  on  arrears  in  bibliographical  publications:  J.  A.  Field, 
chairman  (succeeded  by  Clive  Day)^  H.  J.  Harris,  and  A.  A.  Young. 

2.  Committee  on  college  training  for  citizenship  (at  the  request  of 
Board  of  Education  of  the  Northern  Baptist  Convention) :  L.  C.  Mar- 
shall^ chairman;  M.  S.  Wildman,  W.  H.  Hamilton^  and  £.  E.  Day. 

8.  Two  members  of  a  joint  committee  on  the  revision  of  courses  of- 
fered in  colleges  of  arts  and  sciences  (at  the  request  of  the  United 
States  Commissioner  of  Education) :  L.  C.  Marshall  and  M.  S.  Wild- 
man. 

A  second  meeting  of  the  Committee  was  held  at  the  Yale  Club,  New 
York,  on  May  1 8.  Those  attending  were  President  Fisher^  and  Messrs. 
Fairchild,  Seligman,  and  Young. 

Professor  Seligman  as  chairman  of  the  special  committee  on  War 
Finance,  reported  that  it  was  likely  that  certain  New  York  business 
men  would  guarantee  the  major  part  of  the  funds  necessary  to  enable 
the  committee  to  undertake  a  thorough  study  of  the  war  revenue  sys- 
tems of  the  United  States  and  other  countries.  After  informal  dis- 
cussion it  appeared  that  it  was  the  unanimous  opinion  of  the  members 
present  that  such  financial  assistance  should  be  welcomed,  and  that 
whatever  funds  might  be  obtained  in  this  way  should  be  incorporated 
in  a  general  fund  for  the  expenses  of  the  various  special  committees 
of  the  Association  upon  the  economic  problems  of  the  war.  It  was 
voted  to  invite  contributions  for  this  purpose  from  the  members  of 
the  Association,  with  the  understanding  that  each  contributor  should 
have  the  privilege,  if  he  should  so  desire,  of  designating  the  particular 
committee  for  whose  expenses  his  contribution  should  be  used.  A  cir- 
cular letter  to  our  members  was  sent  by  the  Secretary,  inviting  sub- 
scriptions for  the  purpose  stated.  The  sum  of  $1118.50  was  gener- 
ously contributed  in  this  way. 

Another  meeting  of  the  Executive  Committee  was  held  at  the  Yale 
Club,  New  York,  on  July  29.     There  were  present  President  Fisher, 
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and  Messrs.  Fairchild^  Gray^  and  Yonng.  The  subject  of  discussion 
was  the  advisability  of  changing  the  place  of  the  annual  meeting  for 
1918^  from  Cleveland^  Ohio^  to  some  place  nearer  Washington. 
Against  the  proposed  change  it  was  suggested  that  it  isj  in  general^ 
undesirable  to  change  the  place  of  meeting  once  decided  upon ;  that  the 
American  Historical  Association^  the  American  Political  Science  As- 
sociation^ and  the  American  Sociological  Society  had  already  decided 
to  meet  in  Cleveland  with  the  American  Economic  Association;  that  a 
local  committee  on  arrangements  had  been  appointed  and  was  pre* 
sumably  at  work  in  Cleveland;  and,  finally,  that  some  of  our  western 
members  would  object  to  a  change  that  would  make  their  attendance  at 
the  meeting  more  difficult. 

On  the  other  hand,  it  was  argued  that  the  Cleveland  invitation  which 
we  accepted  was  from  the  Cleveland  Chamber  of  Commerce  and  not 
from  Western  Reserve  University,  so  that  no  embarrassment  would  at* 
tend  the  withdrawal  of  our  acceptance;  that  a  very  large  number  of 
our  members  were  in  Washington  and  that  a  yet  larger  number  would 
probably  be  at  work  there  in  December;  that  among  the  members  in 
Washington  are  a  large  proportion  of  those  who  have  been  expected  to 
contribute  to  the  program;  that  it  might  be  possible  to  secure  for  our 
program  one  or  more  distinguished  men  now  in  the  government  service ; 
that  the  American  Statistical  Association,  which  had  met  with  us  in 
past  years,  finds  that  it  will  be  impossible  for  it  to  meet  in  Cleveland ; 
that  a  number  of  our  western  members  might  welcome  the  opportunity 
of  visiting  Washington  at  this  time;  and,  finally,  that  even  with  a 
larger  attendance  the  total  burden  put  upon  the  transportation  facili* 
ties  of  the  railroads  would  likely  be  less  for  an  eastern  meeting  than 
for  one  in  Cleveland. 

Those  present  at  the  meeting  of  the  Executive  Committee  voted  to 
recommend  to  the  other  members  of  the  committee  that  the  place  of 
meeting  should  be  changed  from  Cleveland  to  some  point  nearer  Wash- 
ington. This  recommendation  was  adopted  by  a  vote  taken  by  mall, 
and  Richmond  was  selected  as  the  place  of  meeting. 

During  the  year  a  number  of  special  comimittees  have  been  consti- 
tuted by  authorisation  of  the  Association  or  of  the  Executive  Commit- 
tee.   Those  now  at  work  are  as  follows: 

1.  Committee  on  the  Purchasing  Power  of  Money  in  Relation  to  the 

War,  Irving  Fisher,  chairman. 

2.  Committee  on  Price  Fixing,  T.  N.  Carver,  chairman. 

8.  Committee  on  War  Finance,  E.  R.  A.  Seligman,  chairman. 
4.  Committee  on  Labor,  J.  R.  Commons,  chairman. 
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5.  Committee  on  Marketings  L.  D.  H.  Weld^  chairman. 

6.  Committee  on  Transportation^  W.  Z.  Riplej^  chairman. 

7.  Committee  on  Foreign  Trade^  £.  M.  Friedman^  chairman. 

8.  Committee  on  Federal  Statistics^  W.  F.  Willcox^  chairman. 

9.  Committee  on  Bibliographical  Arrears^  Clive  Day^  chairman. 

10.  Committee  on  Cooperation  in  Economic  Research^  A.  A.  Youngs 

chairman ;  W.  H.  Hamilton^  secretary. 

Despite  the  difficult  conditions  obtaining  during  the  year  we  have 
been  able  to  hold  our  membership  at  a  fairly  constant  levels  and  to 
make  a  small  gain.    The  changes  during  the  year  have  been  as  follows: 

Members  and  subscribers  in  December,  1917 3600 

AnnuaJ  Members  in  December,  1917 9076 

Members  resigned  in  1918 ' 131 

Members  removed  for  lack  of  address SO 

Members  dropped  for  non-pajrment  of  dues 63 

Annual  members  died 33 

Annual  members  changed  to  life  members 1 

346 

1830 

New  members  added  in  1918 397 

Subscribers  changed  to  annual  members 3 

300 

Total  annual  members  in  1918 3130 

Life  members  in  December,  1917 85 

Annual  member  changed  to  life  member  in  1918 1 

New  life  member  in  1918 1 

Total  life  members  in  December,  1918 87 

Honorary  members   6 

Honorary  member  died  in  1918 1 

5 

Total  members  in  December,  1918 3333 

Subscribers  in  December,  1917 483 

Subscriptions  discontinued  in   1918 46 

Subscribers  changed  to  annual  members 3 

—    49 

384 
New  subscriptions  in  1918 73 

Total  subscriptions  in  December,  1918 456 

Total  members  and  subscribers  in  December,  1918 3678 

Net  gain  in  annual  members 54 

Net  gain  in  life  members 3 

Net  gain  in  subscribers 33 

79 
Loss  of  honorary  member 1 

Total  net  gain 78 
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On  the  financial  side^  notwithstanding  increased  costs  of  postage 
and  supplies^  and  increased  expenditures  incurred  by  the  Secretary's 
office  on  account  of  the  work  of  special  committees  and  in  sending  vari- 
ous announcements  to  our  members^  we  have  a  surplus  of  $504.76  for 
the  year  to  report;  and  it  remains  true  that  the  Association's  finances 
are  in  a  generally  satisfactory  condition. 

The  work  of  the  Secretary's  office  has  been  carried  on  during  the 
year  under  conditions  of  some  difficulty^  created  by  the  Secretary's 
absence  from  Ithaca.  For  this  reason  the  Secretary  feels  that  he  must 
express  his  personal  obligation  for  assistance  generously  rendered  by 
President  Fisher  as  weU  as  for  the  always  efficient  services  of  the 
Secretary's  assistant^  Miss  A.  £.  Gardner. 

Finally  there  remains  the  duty^  always  approached  reluctantly^  of 

recording  the  names  of  those  whose  membership  in  the  Association  has 

been^  within  the  year^  terminated  by  death. 

Bbaman^  Gkorob  H.  Miller,  D. 

Chandler,  F.  T.  Parker,  Carlbton  H. 

Day,  Edward  A.  Pollak,  Francis  D. 

Ferguson,  Henrt  Rich,  Wesley  £. 

FiLLEBROWN,  C.   B.  RiLEY,  ElMBR  A. 

GoEMANN,  Walter  P.  Rives,  George  L. 

Goodman,  David  Schaffner,  Joseph 

Hazard,  Frederick  R.  Selling,  Bernard  B. 

Kehew,  Mary  M.  Straight,  Willard 

Levbrett,  George  V.  Swift,  William  H. 

Martindalb,  J.  B.  White,  Andrew  D. 

Wagner,  Adolph  (Honorary  Member) 

Respectfully  submitted. 

Allyn  a.  Young,  Secretary. 


REPORT  OF  THE  TREASURER  FOR  THE  YEAR  ENDING 

DECEMBER  18^  1918 

The  transactions  of  the  Treasurer's  office  during  the  year  are  sum- 
marized in  the  following  exhibit  of  receipts  and  expenditures.  A  bal- 
ance sheet  and  income  statement  are  presented  by  the  Auditing  Com- 
mittee, in  its  report. 

Rbcxiptb  and  Expenditubes 
1918 

Cash  on  hand  December  18,  1918 96,597.79 

Receipts 

Membership  Dues $10,353.08 

Life  Memberships   900.00 

Reprints  of  1917 7.84 

Subscriptions    3,014.45 

Sales  of  Publications 473.68 

Interest    397.34 

Contributions  for  Expenses  of  Couunittees...      1,118.50 
Profit  and  Loss .04 

14,463.33 

$30,991.05 

Expenditures 

Inyestment  in  Third  Liberty  Loan $1,000.00 

Accounts  of  1917  paid  in  1918 1,157.33 

Expenses  of  Committees  198.33 

Paper  Stock    1,794.38 

Publications — 

Review  Printing $2,787.30 

Review  Editorial   3,315.35 

Review  Expenses  and  Supplies....     1,515.03 

$6,617.48 

Proceedings    1,160.81 

Sundry  Publication  Expense 99.44 

7,877.73 

Sccrctarjr's  Office — 

Office  Salaries   $1,835.33 

Traveling  Expenses  of  Secretary. . .  38.17 

Stationery  and  Office  Printing....  857.09 

Office  Supplies 41.67 

Office  Postage   679.04 

Telegraph  and  Telephone 73.41 

Express  and  Carting 436 

Miscellaneous  Expenses   8.44 

Annual  Meeting  318.00 

3,345.50 

Insurance    70.96 

Storage  of  Publications 163.00 

$15,506.11 

Cash  on  hand,  December  18,  1918 

Central   Trust  Company $3,698.57 

Ithaca  Trust  Company 680.05 

Tompkins  County  National  Bank 1,106.33 

5,484.94 

$20,991.05 

Respectfully  submitted. 

Alltk  a.  Youko,  Treasurer, 


REPORT  OF  THE  AUDITING  COMMITTEE 

Ithaca,  N.  Y.,  December  20,  1918. 
To  the  American  Economic  Association: 

An  audit  in  detail  of  the  accounts  of  the  Secretary-Treasurer  of  the 
Association,  for  the  fiscal  year  ended  December  18,  1918,  has  been 
made  by  assistants  under  the  direction  of  your  committee.  The  ac- 
companying statement  of  income  and  outgo,  balance  sheet,  and  exhibit 
of  charges  and  credits  to  sarplna,  are  in  onr  opinion  correct,  and  we 
certify  that  the  ledger  accounts  are  in  full  agreement  with  the  balance 
sheet  here  presented. 

Very  respectfully, 

Donald  English, 
ROBEBT  A.  Cahpbell, 
Abbott  Patson  Ushbb, 

Auditing  Committee. 

Balavcb  Sbest 

Am»U  LiabUitie*  and  5«rf)hu 

Cash  In  Bank 91406.88  Membership  Dues  Prepaid..    V63J0 

Cash  in  Savings  Acconnts  i  Atxounts   Payable   1,783.03 

Ithaca  Trust  Co..     9880.05  Life  Memberships 1,900.00 

Central  Trust  Co.,  Reserves: 

Cambridge,  Mass.  %898.S7  Defaulted  membersMp  Dues 

4,878.68  Receivable....     9S00.00 

Investmentsi  Bad  Accounts  Re- 
United   Fruit  Co.                                               ceivable    50.00 

i'/t'e  of  IBM. . .  93,000.00  4SO.O0 

3d  Uberty  Loan.     1,000.00  Contributions  to  Ex- 

3d  Liberty  Loon.     1,000.00  penses  of  Commit- 

4,000.00  tees    91,118.50 

Membership  Dues  Recelvoble  1^6S.OO     Expenditures    551.89 

AccounU  Receivable   483.34  

Paper  Stock   1,794.98 

Furniture    and    Fixtures    in 
SecreUry-Treasurer's  OfBce     8S0.O0 

913,927.58  913,837 J< 

Siran.cs  Accookt 

Balance,  December  18,  1917 983^8.51 

Miscellaneous  Credits— Net    7«.4« 

Defaulted   Membership   Dues' 9560.00 

Less  Reserve 500.00 


Net  Surplus,  1918 

Surplus,  December  IS,  1918. . . . 
>  Amounts  of  1017  and  prior. 


Business  Meetings  361 

Income  Statement 
Ordinary  Income 

Dues  $10,690.43 

Less  Defaulted2   187.50 

$10,553.93 

Interest  397.34 

$10,950.16 

Ordinary  Outgo 

Office  Salaries   $3,001.99 

Traveling  Expenses  38.17 

Stationery  and  Office  Printing 357.09 

Postage    678.13 

Office   Supplies    41.67 

Telephone  and  Telegraph 73.41 

Freight  and  Cartage 4.36 

Annual  Meeting 348.81 

Miscellaneous  8.53 

3,487.15 

Excess  of  Ordinary  Income $7,513.01 

Publication  Outgo 

Printing    $8,497.78 

Editorial  Salary  1,500.00 

Contributional    1,308.35 

Editorial  Expenses   and   Supplies 1,593.79 

Proceedings    1,158.81 

Sundry  Expenses   104.40 

$9,056.48 

Storage  of  Publications $163.00 

Insurance    70.96 

383.96 

$9,389.44 

Publication  Income 

Subscriptions    $3,093.70 

Less  Defaulteds   17^0 

$3,075.30 
Sales  of  Publications 755.99 

3,881.19 

Excess  of  Publication  Outgo 6,458.35 

Gross  Surplus   1,054.76 

Reserve  for  Defaulted  Membership  Dues...       $500.00 
Reserve  for  Bad  Accounts  Receivable 50.00 

550.00 


Net  Surplus  for  the  year $504.76 

2  Due  from  members  for  1918  publications, 
s  Due  from  subscribers  for  1918  publications. 


REPORT  OF  THE  MANAGING  EDITOR  OF  THE  AMERICAN 

ECONOMIC  REVIEW  FOR  THE  YEAR 
ENDING  DECEMBER,  1918 

The  cost  of  pnblishing  the  American  Economic  Review  during  the 
current  year  has  been  $7^793.77  as  compared  with  $8,006.68  in  1917. 
This  saving  is  largely  due  to  a  reduction  in  the  number  of  pages 
printed.  The  volume  for  this  year  covers  906  pages  as  compared  with 
approximately  1000  pages  in  preceding  years.  The  printing  item, 
therefore,  is  about  $250  less  than  in  1917.  Clerical  assistance,  owing 
to  a  slight  advance  in  the  salary  list,  is  a  little  higher.  By  principal 
items  the  cost  has  been  as  follows: 

Printing    $8497.78 

Salary  of  editor 1500.00 

Payments  to  contributors 1208.25 

Clerical   assistance    1260.06 

Supplies    882,78 

Total $7798.78 

The  average  edition  published  during  the  past  year  has  been  3050, 
the  same  as  that  of  the  previous  year. 

The  following  have  served  as  editors:  Professor  T.  W.  Page  and 
Dr.  J.  L.  Coulter,  whose  terms  expire  this  year;  Professor  F.  A.  Fet- 
ter and  Professor  H.  E.  Mills,  whose  terms  expire  in  1919;  and  Pro- 
fessor G.  E.  Bamett  and  Dr.  L.  H.  Haney,  whose  terms  expire  in  1920. 

There  have  been  but  few  changes  in  the  staff  which  has  contributed 
to  regular  departments.  In  the  abstracting  of  periodicals  Professor 
Clive  Day  has  just  resigned.  No  successor  has  yet  been  appointed  to 
take  his  place.  Mr.  A.  J.  Dadisman,  of  the  University  of  West  Vir- 
ginia, has  succeeded  Dr.  J.  L.  Coulter  in  agricultural  economics. 

During  the  past  year  106  persons  have  cooperated  in  writing  for 
the  Review,  including  leading  articles,  communications,  reviews,  docu- 
ment notes,  and  periodical  abstracts. 

Appended  are  comparative  tables  showing  the  distribution  of  con- 
tents and  costs  by  principal  items,  in  continuation  of  tables  previously 
given. 

Davis  R.  Dbwbt, 

Managing  Editor, 


Table  1. — Pages  Given  to  Each  Sectiok 


"ITcar 

Leading 
articles 

Reviews 

New  Books 
listed 

Documents, 
Repts.,  etc. 

Periodical 
abstracts 

Notes 

Doct. 
Diss. 

Totals 

1911 

843 

304 

63 

89 

138 

40 

8 

978 

\912 

391 

398 

101 

110 

186 

41 

11 

1038 

1913 

347 

368 

104 

141 

167 

43 

8 

1078 

1914 

837 

343 

136 

113 

166 

35 

10 

1030 

1915 

314 

357 

90 

143 

144 

43 

14 

1008 

1916 

356 

91 

90 

140 

46 

13 

1034 

1917 

878 

193 

110 

137 

130 

43 

15 

984 

1918 

873 

157 

91* 

113 

99 

41 

17 

906 

Of  which  33  pages  were  given  to  brief  reviews. 

Table  3. — Number  of  Items  ik  Each  SECnoir 


Year 

• 

Leading 

Reviews 

New  Books 

Document 

Periodical 

articles 

listed 

notes 

abstracts 

1911 

31 

307 

785 

37 

1074 

1913 

17 

313 

1453 

33 

1737 

1913 

30 

198 

1416 

43 

1877 

1914 

30 

145 

1575 

33 

3031 

1915 

16 

135 

1063 

39 

1758 

1916 

34 

143 

1034 

33 

1586 

1917 

30 

100 

1156 

35 

1441 

1918 

33 

64 

933* 

37 

1364 

Of  which  78  were  briefly  reviewed. 

Table  8.— -Pebcentaoe  Givex  to  Each  SEcnoK 


Year 

Leading 

Reviews 

New  Books 

Documents, 

Periodical 

Notes 

Doctoral 

articles 

listed 

Repts.,  etc. 

abstracts 

Dissertations 

1911 

84.9 

31.0 

6.3 

9.1 

18.4 

4.0 

.8 

1913 

38.0 

38.7 

9.6 

10.6 

17.9 

4.0 

1.0 

1913 

33.3 

34.9 

9.6 

13.0 

15.5 

4.0 

.7 

1914 

81.8 

33.6 

13.3 

11.0 

16.1 

3.4 

.9 

1915 

81.3 

35.7 

9.0 

14.3 

14.4 

4.3 

1.3 

1916 

87.9 

35.0 

8.9 

8.8 

18.7 

4.5 

1.3 

1917 

37.4 

19.7 

11.1 

13.9 

13.3 

4.3 

IS 

1918 

41.1 

17.8 

10.3 

13.4 

11.0 

4.6 

1.7 

Table  4. — Expekditubss 


Year 

Printing 

Salary  of 
editor 

Payments  to 
contributors 

Clerical 

Supplies 

Travel. 
Ex.  Ed. 

Totals 

1911 

$3495.18 

$1500.00 

$1330.35 

$865.50 

$418.51 

$136.15 

$6780.59 

1913 

3330.88 

1500.00 

1114.50 

794.89 

393.68 

6933.90 

1918 

3338.01 

1500.00 

1368.85 

983.09 

835.10 

7404.55 

1914 

3033.63 

1500.00 

1813.35 

1386.39 

459.18 

7531.34 

1915 

3884.91 

1500.00 

1310.00 

1171.87 

386.86 

7003.64 

1916 

3357J27 

1500.00 

1433.50 

1173.98 

389.86 

7694.06 

1917 

3763.37 

1500.00 

1367.00 

1151.80 

336.01 

8006.68 

1918 

8497.73 

1500.00 

1308.35 

1360.06 

333.73 

7798.73 

REPORT  OF  THE  COMMITTEE  ON  THE  PURCHASING 
POWER  OF  MONEY  IN  RELATION  TO  THE  WAR 

The  Committee  on  Purchasing  Power  of  Money  in  Relation  to  the 
War  has  held  seven  meetings  and  has  issued  four  reports  during  the 
year.  All  reports  were  unanimous.  Believing  their  most  useful  func- 
tion during  the  war  to  be  the  dissemination  of  existing  knowledge, 
rather  than  research^  they  have  endeavored  to  make  their  reports  as 
popular  as  the  nature  of  the  subject  permitted. 

The  reports  were  given  wide  circulation^  among  the  press  of  the 
country  and  otherwise^  by  the  Bureau  of  Publicity  of  the  War  Savings 
Section  of  the  Treasury  Department.  The  first  dealt  with  the  fallacy 
of  the  "Business  as  Usual"  philosophy  as  against  the  philosophy  of 
"Save  and  Work."  It  stressed  the  need  of  a  reduction  of  consumption 
and  an  increase  of  production,  of  the  repression  of  non-essentials  and 
of  the  promotion  of  organization  and  redirection  of  industry. 

"By  giving  up  non-essentials  to  buy  the  government  securities/'  the 
report  says,  "we  allow  the  government  to  buy  war  essentials  and  at 
the  same  time  release  productive  energy  from  the  making  of  non-es- 
sentials for  us  to  the  making  of  essentials  for  the  government." 

"But/'  it  goes  on  to  say,  "if  we  won't  make  the  needed  sacrifice  and 
perhaps  delude  ourselves  into  believing  that  we  do  not  have  to  do  so 
or  even  that  we  ought  not  to  do  so ;  that,  on  principle^  we  favor  'busi- 
ness as  usual'  for  ourselves  while  expecting  business  unusual  to  be 
superadded  by  the  government,  we  simply  go  through  the  motions  of 
giving  our  billions  to  the  government  without  really  giving  them  up. 
Therefore  the  government,  in  order  to  buy  away  from  us  what  we  will 
not  otherwise  surrender,  bids  up  prices^  and  the  rise  in  prices  which 
comes  about  through  this  sort  of  lending  is  cumulative." 

"As  the  prices  of  war  supplies  rise  the  money  cost  of  war  grows  and 
the  government  has  to  borrow  more.  Bigger  loans  by  us  to  the  gov- 
ernment require  bigger  loans  to  us  from  the  banks.  This  further  ex- 
pansion of  bank  credit  favors  a  further  rise  in  commodity  prices^  start- 
ing the  whole  process  over  again  in  a  vicious  circle." 

The  second  report  was  on  the  "Need  of  a  Unified  Plan  for  Read- 
justed Industry  to  a  War  Basis/'  and  can  be  summarised  by  the  fol- 
lowing extracts: 

"The  war  necessitates  a  shifting  of  millions  of  men  and  billions  of 
capital  to  new  tasks  in  the  shortest  possible  time." 

"The  offering  of  large  profits,  while  making  men  eager  to  produce, 


Report  of  Committee  on  Purchasing  Power  of  Money     866 

has  not  insured  the  necessary  amount  of  labor  and  material  for  war 
work/' 

"Greater  governmental  control  of  war  industry  is  necessary  to  sys- 
tematize the  shifting  of  industry^  and  to  make  certain  that  the  things 
required  for  winning  the  war  will  be  rapidly  produced  with  a  mini- 
mum of  dislocation  of  the  industrial  machine." 

The  third  report^  on  "Loans^  Taxes^  and  the  Purchasing  Power  of 
Money/'  can  be  summed  up  as  follows: 

"The  present  generation  must  pay  the  whole  cost  of  the  war;  the 
burden  cannot  be  shifted  to  the  next  generation. 

"Financing  the  war  by  long-term  bonds  does  not  put  crushing  tax 
burdens  on  future  generations^  because  the  taxes  they  pay  out  of  one 
pocket  come  back  to  the  other  pocket  in  the  form  of  interest  and  prin- 
cipal. 

"In  former  times  the  rich  lent  money  for  war  and  the  next  gener- 
ation was  taxed  to  repay  the  heirs  of  the  rich^  but  in  this  war  the 
bonds  are  so  widely  distributed  among  all  classes^  the  rich  of  future 
generations  may  be  the  chief  taxpayers. 

"Saving  is  the  soundest  method  of  financing  the  war^  but  rapid  re- 
adjustment makes  necessary  some  credit  expansion  to  stimulate  war 
industries  and  conserve  peace  industries." 

The  fourth  and  concluding  report  was  on  "Stabilizing  the  Dollar." 
The  proposal  as  worked  out  by  Aneurin  Williams^  M.P.^  and  others  is 
described  by  the  Chairman.  The  Committee  regards  the  stabilizing  of 
the  value  of  monetary  units  under  international  agreement  as  desirable 
and  economically  feasible. 

Two  sub-committees  of  the  main  Committee^  namely^  one  on  Index 
Numbers  and  one  on  Objections^  Difficulties^  and  Details  of  the  Plan 
to  Stabilize  the  Dollar^  have  not  completed  their  work  and  are  to  be 
continued. 

Respectfully  submitted. 

Committee: 

Wesley  Clair  Mitchell^ 

Royal  Meeker^ 

£.  W.  Kemmerer^ 

B.  M.  Anderson^  Jr.^ 

W.  M.  Persons^ 

Irving  Fisher^  Chairman. 


FIRST  REPORT  OF  THE  COMMITTEE  ON  FOREIGN  TRADE 
OF  THE  AMERICAN  ECONOMIC  ASSOCIATION* 

I.     Introduction 

American  problems  of  foreign  trade  are  today  involved  in  the  larger 
questions  of  the  economic  relations  between  nations  which  will  con- 
front the  Peace  Conference. 

It  has  therefore  been  the  aim  of  the  Committee  to  attempt  to  find 
in  the  present  situation  the  economic  influences  that  obstruct  a  just 
and  permanent  peace^  to  enunciate  policies  in  foreign  commerce  com- 
patible with  such  a  peace^  and  to  indicate  the  agencies  for  their  exe- 
cution. 

II.     The  Scope  of  the  First  Report 

The  present  report  will  be  confined  to  the  elements  obstructing  a 
just  and  lasting  peace.  A  consideration  of  economic  policies  and  in- 
stitutions must  wait  on  the  political  results  of  the  Peace  Conference. 

1.  The  psychology  of  war  and  the  organisation  of  peace. — The  de- 
sire for  peace  dominated  all  of  Europe  in  the  closing  days  of  the  strug^ 
gle.  The  sentiments  of  war^  however^  are  yet  in  the  air^  and  accentu- 
ated by  the  victory.  And  presently  we  must  build  up  the  peace.  Pri- 
marily, a  proper  attitude  is  necessary^  so  as  to  avoid  incorporating 
into  the  organization  of  peace  those  measures  and  institutions  which 
reflect  the  spirit  of  war.  If  war  is  to  be  done  with,  its  counsels  can 
have  no  place  in  the  discussion  of  peace. 

2.  The  distribution  of  goods,  services,  and  gold. — The  war  has  np- 
set  the  international  economic  balance.  Four  years  of  organised  de- 
struction have  temporarily  exhausted  many  of  the  belligerents.  Their 
territories  have  been  invaded  in  part.  Many  of  their  peace  industries 
have  been  curtailed  and  some  ruined.  Their  ocean  tonnage  has  been 
diminished.  Their  trade  has  shrunk.  Their  foreign  investments  have 
been  reduced.  Their  debts  abroad  have  increased  manyfold.  As  a 
result  of  her  entry  into  the  struggle,  the  United  States  has  in  common 
with  her  fighting  allies  lost  much,  though  less  than  that  suffered  by 
any  other  major  belligerent. 

1  Based  on  a  paper  of  Professor  O.  M.  W.  Sprague. 
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On  the  other  hand^  the  neutrals  and  the  inactive  allies  have  grown 
considerably.  They  have  advanced  in  the  very  fields  in  which  the  bel- 
ligerents have  retrogressed. 

Again,  the  economic  balance  has  been  upset  in  other  ways.  The 
war  drained  the  belligerents  of  raw  materials  and  created  for  them 
great  pyramids  of  paper  currency.  During  the  years  of  reconstruction 
the  distribution  of  much  needed  goods,  of  transportation  and  other 
services,  and  the  extension  of  the  means  wherewith  to  pay  for  them^ 
must  be  effected  not  upon  a  selfish  national  basis  but  upon  a  just  in- 
ternational conception  such  as  pervaded  our  war  aims  and  elevated  the 
struggle  above  brutish  slaughter. 

8.  Competition  of  government  controlled  business. — The  govern- 
ments of  the  world,  either  by  direct  ownership  and  operation  or  by 
the  extension  of  subsidies,  supervision,  and  control,  will  be  more  inti- 
mately concerned  with  business  than  ever  before.  Legalized  combina- 
tions of  purchasers  will  face  combinations  of  sellers  of  other  nations. 
Difficulties  between  individual  traders  will  henceforth  become  possible 
cases  of  international  dispute.  The  situation  will  call  for  more  tact 
and  consideration  than  were  necessary  under  the  prewar  regime. 

4.  The  economics  of  military  preparedness, — Chief  among  the  ob- 
stacles to  an  enduring  peace  is  the  desire  for  self-sufficiency  as  a  pro- 
tection against  possible  war.  Out  of  this  in  part  arises  the  demand  for 
colonies,  for  commercial  preferences,  for  special  concessions.  The 
mere  desire  for  these  arouses  envy  and  fear  on  the  part  of  other  na- 
tions, who  must  likewise  seek  protection  against  possible  economic 
blockade.  Under  conditions  of  lasting  peace,  the  economic  develop- 
ment of  the  world's  resources  and  the  expansion  of  the  commerce  be- 
tween nations  would  be  unhindered  by  the  fear  of  the  exploitation  of 
economic  advantages  for  political  and  military  ends.  For  in  essence, 
national  interests  are  not  of  necessity  antagonistic;  they  are  rather 
mutually  complementary.  On  the  reciprocal  needs  of  nations,  com- 
merce is  based. 

To  secure  as  far  as  possible  the  abolition  of  war  as  a  means  of  set- 
tling international  differences  is  one  of  the  chief  duties  of  the  Peace 
Conference.  Shall  it  admit  the  possibility  of  a  resort  to  arms  for  the 
adjustment  of  national  grievances?  If  trial  by  combat  remains  as  a 
potential  arbiter  of  differences,  war  will  surely  follow  any  scheme  of 
economic  preparedness  for  its  conduct.  If  the  wager  of  battle  be  ex- 
cluded, many  of  the  economic  causes  of  war  will  automatically  vanish. 
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The  priceless  boon  of  international  peace  may  be  bought  for  an  eco- 
nomic bagatelle. 

Members  of  the  Committee: 

BuRWSLL  S.  Cutler^ 
Bureau  of  Foreign  and  Domestic  Commerce. 

David  Friday^ 
School  of  Commerce,  Accounts,  and  Finance, 
New  York  University. 

Elisha  M.  Friedman^ 
War  Finance  Corporation. 

A.  Barton  Hepburn^ 
Chase  National  Bank. 

Jason  A.  Neilson^ 
Mercantile  Bank  of  the  Americas. 

Horace  Secrist^ 
U.  S.  Shipping  Board. 

O.  M.  W.  Sprague, 
Graduate  School  of  Business  Administration, 
Harvard  University. 

F.  W.  Taussig, 
U.  S.  Tariff  Commission. 

Paul  M.  Warburg, 
Kuhn,  Loeb  ^  Co. 
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FIRST  SERIES 

Any  Tolnme  in  paper,  |4.00:  in  cloth,  |5.00  for  a  ringlo  toIium,  $4.00  foe  ttdi  tdditioiinl 
▼oltime  ordered  at  the  tame  time.  VoL  XI,  in  paper,  fa.0O;  in  cloth,  12.50. 

Set  of  11  Toltonea  in  doth,  with  index,  $41.00. 

*  Nmnben  ftarred  are  aold  only  with  the  let;  but  thoie  doable  atarred  can  be  obcaiaad  In 
reriiod  edition.    For  information  apply  to  the  Secretary. 

Volnnis  I,  ztt6 

Prioe  in  paper 

X.    Report  of  Organization  of  the  American  Economic  Association.    Ppi  46u    |  40 
2-3.    ^Relation  of  the  Modem  Municipality  to  the  Gas  Supply.    By  &  J. 

James.    Pp.  66  .75 

4.  Cooperation  in  a  Western  Qty.    By  Albert  Shaw.    Pp.  106.  7S 

5.  Cooperation  in  New  England.    By  E.  W.  Bemis.    Pp.  136.  .ys 

6.  ^Relation  of  the  State  to  Industrial  Action.    By  H.  C  Adams.    F^  85.    ^5 

VoluflM  U,  Z8S7 

X.  Three  Phases  of  Cooperation  in  the  West   By  Amos  G.  Warner.   P^.  xxg.  75 

X  Historical  Sketch  of  the  Finances  of  Pennqrlvania.  By  T.  K.  Wortfaiagtoo. 

Pp.  106.  75 

3.  The  Railway  Question.    By  Edmund  J.  James.    Pp.  68.  75 

4.  Early  History  of  the  English  Woolen  Industry.  By  W.  J.  Ashley.  Pp.  85.  75 

5.  Mediaeval  Guilds  of  England.    By  E.  R.  A  Selignaan.    Pp.  1x3.  .75 

6.  Relation  of  Modem  Municipalities  to  Quasi-Public  Worln.    By  H.  C 

Adams  and  others.    Pp.  87.  7S 

Volume  III.  z888 

X.    Statistics  in  College,  by  C  D.  Wright :  Sociology  and  Political  Economy, 

by  F.  H.  Giddings;  The  Lefl^-Tender  Decisions,  Iqr  K  J.  James. 

Pp.  80.  .75 

a.    Capital  and  Its  Earnings.   By  John  B.  Clark.    Pp.  69.  75 

3.    The  Manual  Laboring  Class,  by  F.  A  Walker;  Mine  Labor  in  the  Hodong 

Valley,  by  E.  W.  Bemis;  Report  of  the  Second  Annual  Meeting. 

Pp.  w.  75 

4-5*    **  Statistics  and  Economics.    By  Richmond  Muro-Smith.    Pp.  xa7« 
0.    The  Stability  of  Prices.    By  Simon  N.  Patten.    Pp.  64. 

Volume  IV»  1889 

X.  Contributions  to  the  Wages  Question:  The  Theonr  of  Wages,  bjr  Stuart 
Wood;  Possibility  of  a  Scientific  Law  of  Wages»  bf  J.  B.  Oark. 
Pp.  6g.  75 

a.    Socialism  in  Inland.  ^  Bj^  Sidney  Webb.    JP-  73«  ,  ,    ,       ^    «  "^5 

ung 
udjr 
Dewey;  Analysis  in  Political  Economy,  by  W.  W.  FolwelL    i^  691       75 


XjOO 

75 


Pp-  71 
3.    Road  Legislation  for  the  American  Sute.    By  J ."W.  Joiks.    Pp.  83.  75 

ng:  Report  of  the  Proceedii^ 

5.    Malthus  and  Ricardo,  by  S.  N.  Patten;  The  Study  of  Statistics,  by  D.  R. 


4.    Third  Annual  Meeting:  Report  of  the  Proceedings.    Pp.  X33.  75 


d    An  Honest  Dollar.    By  E.  Benjamin  Andrews.    Pp.  5a  .75 

Volooie  V»  x8fo 
X.    The  Industrial  Transition  in  Ji^^ian.    By  Yeijiro  Ona    Vp.  xaci.  t^ 


a.    Two  Essays  on  Child-Labor.     By  W.  F.  WiUou^iby  and  dare  4m 

GrafFenried.    Pp.  15a  7S 


3-4.  Papers  on  the  Canal  Question.  By  E  J.  James  and  V,  M.  Haust  I^  8is.  1.00 
;.  History  of  the  New  York  Property  Tax.  By  J.  C  Schwab.  P^  xo&  t.00 
6.    The  Educational  Value  of  Political  Eoonooy.    By  S.  N.  PMca    F^  |1    7S 


Volume  VI.  xSfx 

x-a.    Fourth  Annual  Meeting:  Reports.  Papers,  Dtscusstona.  1.00 

3.    Government  Forestry.   Papers  by  Pinchot,  Bowers,  and  Femow.   Pp.  xoa.  75 

4-5.  Municipal  Ownership  of  Gas  in  the  U.  S.   Bt  E  W.  Bemis.    Pp.  185.  ijoo 

d.    State  Railroad  Commissions.    By  F.  C  Oafk.    IPp,  xxa  75 
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VdiiBis  VII,  il9s 

I.    *  The  Silver  Situatioii  io  the  United  States.   By  F.  W.  Taustls.   F^i.  xil       75 
9-3.    **Shifting  and  Inddoice  of  Taacation.    By  £.  R.  A.  Seligman.    Pp.  424 

(Rented).  sjOO 

4-$.    Stnkina  Fnnds.    By  Edward  A.  Rots.    Pp.  106.  zxx> 

d.    The  Reciprocity  Treaty  with  Canada  of  1854.    By  F.  £.  Haynet.    Pp.  70*     75 

Volume  Vni,  xlgs 

I.    Fifth  Annual  Meeting:  Report  of  the  Proceedings.    Pp.  150.  .75 

a-3.    Housing  of  the  Poor  in  American  Cities.   Bv  M.  T.  Reynolds.    Pp.  133.  iJOO 

4-5.    Public  Assistance  of  the  Poor  in  France.    By  R  G.  Balch.    Pp.  i8a  IM 

6.    First  Stages  of  the  Tariff  Policy  of  the  U.  S.   By  WiUiam  HilL   Pp.  163.  ijoo 

Volume  IX,  1894 

Sixth  Annual  Meeting:  Hand-Book  and  Report    Pp.  73.  .50 

z-a.    ^Progressive  Taxation  in  Theory  and  Practice.    By  Edwin  R.  A 

Seligman.    Pp.  222.    (Seg  JopS,  No.  4-)  i-oo 

3.  The  Theory  of  Transportation.    By  C  H.  Cooler.    Pp.  148.  .75 

4.  Sir  William  Petty.    By  Wilson  Lloyd  Bevan.    Pp.  102.  75 
5-d    Papers  on  Labor  Problems.   By  J.  B.  Clark»  C  U  Wrii^t,  D.  R.  Dew^, 

A  T.  Hadlcy,  and  J.  G.  Brooks.    Pp.  94.  .7$ 

Volome  Xy  zSfs 

Seventh  Annual  Meeting:  Hand-Book  and  Report    Pp.  138.  .50 

1-3.    The  Canadian  Banking  System,  i8z7-i89a     By  R.  M. 


Pp.  478.  1.S0 

4.    Poor  Laws  of  Massachusetts  and  New  York.     By  John  Cummings. 

Pp.  lA  .75 

S-&    Letters  of  Ricardo  to  McCulloch*  1816-1823.   Edited  by  J.  H.  Hollander. 

Pp.  204.    (/a  Cloth,  $i,7S')  i^ 

Volume  XI,  1896 

g-3.    Race  Traits  and  Tendencies  of  the  American  Negro.   By  F.  L.  Hoffman. 

P|P.  ^  1^5 

^   Appreciation  and  Interest    By  Irving  Fisher.    Pp.  zia  .7$ 

^General  Index  to  Volumes  I-XI  (1886-1896).  as 


ECONOMIC  STUDIES 


PriM  of  Um  Ecanonlc  Stodici  |2.50  ptr  TohoM  la  paper,  $3.00  ia  dolh.    Hit  Mt  of  ffow 
Htmam,  ia  doth,  110.00. 

Volume  I9  X896 

Eighth  Annual  Meeting:  Hand-Book  and  Report    Pp.  178.  .90 

X.  The  Theory  of  Economic  Progress,  by  J.  B.  Qark;  The  Relation  of 
Changes  in  the  Volume  of  the  Currency  to  Prosperity.  By  F.  A 
Walker.    Pp.  46.  .50 

a.    The  Adjustment  of  Wages  to  Effidencr.    Three^ Papers:  Gain  Sharing, 


by  H.  R.  Towne;  The  Premium  Plan,  by  F.  A  Halaey;  A 

Rate  System*  by  F.  W.  Taylor.    Pp.  83.  .50 

3.  The  Populist  Morement    By  Frank  L.  McVey.    Pp.  81.  ^ 

4.  The  Present  Monetary  Situation.    By  W.  Lexis.     Translated  by  John 

Cummings.     Pp.  73.  .50 

S-&    The  Street  Railway  Problem  in  Qeveland.   By  W.  R.  Hopkina    Pp.  94.  .7$ 
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Volume  II,  xfg? 

Ninth  Annual  Meeting:  Hand-Book  and  Report    P^  168.  ^ 

X.    Economics  and  Jurispnidence.    By  Henry  C  Adams.    IV-  4&  «90 

a.    The  Saloon  Question  in  Chicaso.    By  John  K  Geone.    Pp.  6a.  .50 

3.  The  General  Property  Tax  in  California.    By  C  C  Plehn.    Pp.  &  ^ 

4.  Area  and  Population  of  the  United  Sutes  at  the  Eleyenth  Census.    Bf 

W.  F.  Willcox.    Pp.  6a  40 

5.  A  Discussion  Concerning  the  Currencies  of  the  British  Plantations  in 

America,  etc     By  WiUiam  Douglass.     Edited  Iqr  C  J.  BuUodc 

Pp.  2a&  4» 

6.  Densi^  and  Distribution  of  Population  in  the  United  Sutes  at  the 

Eleirenth  Census.    By  W.  F.  Willcox.    Plp.  79>  -!• 

Volume  III.  ztgS 

Tenth  Annual  Meeting:  Hand-Book  and  Report    Pp.  136.  .50 

z.    Government  hy  Injunction.    By  William  H.  Dunbar.    Pp.  44.  40 

a.    Economic  Aspects  of  Railroad  Receiverships.    By  H.  H.  Swain.  Fp.  Z18L  .9> 

3.    The  Ohio  Tax  Inquisitor  Law.    By  T._N.  Carver.    Pp.  50.         _  ^ 

■ ^ 


translated  hy  John  Cummings.    Pp.  72.  40 

Volume  IV.  x8p9 

Eleventh  Annual  Meeting:  Hand-Book  and  Report    Pp.  xa6.  ^ 
X.    I.  Economics  and  Politics.    By  A  T.  Hadley.    !!•  Report  on  Currency 

Reform.    HL  Report  on  me  Twelfth  Coisus.    Pp.  7a  .50 

a.    Personal  Competition.    By  Charles  H.  Cooley.    Pp.  104.  ^ 

3.    Economics  as  a  School  Study.    By  F.  R.  Qow.    Pp.  72.  .50 

-5.    The  English  Income  Tax.    By  J.  A  HilL    Pp.  z6a,  jjoo 

(and  last).    ^Effects  of  Recent  Changes  in  Monetary  Standards  upon 

the  Distribution  of  Wealth.    By  F.  S.  Kinder.    Pp.  pz.     .  40* 


t 


NSW  8BRIB8 


z.    The  Cotton  Industry.    By  M.  B.  Hammond.    P^  58a.    (/«  doth  $^joik)  1.59 
a.    Scope  and  Method  of  the  Twelfth  Census.    Cntiol  discussion  by  ever 

twenty  statistical  experts.    Pp.  625.    {In  cloth  $2.50)  xoo 

Both  volumes,  m  cloth,  $4-oa 

THIRD  SERISS 
Nmb.— >l>arias  1S96-1S99  the  Aiaodmlioa  inued  ito  pnbUeatioiii  fat  two  miim,  tIi.s  th«  M- 
Boathlj  Ecoaomie  Stadia^  and  th«  "New  Series^  of  larger  monotrmphe  printed  et  irrtfBler 
iatemle.    Za  1900  it  reverted  to  the  policy  of  iMoiag  its  moaofraphi^  aow  edied  the  *Thlrd 
aeriee^  of  the  pahUeatioas,  at  ^narterly  iaterrale. 

Volume  I»  zgoo 

z.  Twelfth  Annual  Meeting:  Papers  on  Economic  Theory  and  Political 
Morality;  Trusts;  Railroad  Problems;  Public  Finance;  Consumers' 
League ;  Twelfth  Census.    Pp.  z86.  ijoo 

a.    The  End  of  Villainay;e  in  England.    By  T.  W.  Page.    Pp.  99.  zjoo 

3,  Essays  in  Colonial  Finance.    By  members  of  the  Association.    Fn.  303.       i^ 

4.  Currency  .and   Banking  in  the   Province  of   Massachusetts  Bay.     By 

A.  McF.  Daris.    Part  I:  Currency.    Pp.  4S4  +  ^9  photogramre 
plates.    (In  cloth  U^oo,)  1.75 

Volume  II,  Z90Z 

I.  Thirteenth  Annual  Meeting:  Papers  on  Competition;  Commercial  Edu- 
cation; Economic  Theory;  Taxation  of  Quasi*public  Corporations; 
Municipal  Accounts.    Pp.  300.  z.25 
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Currency  and  Banking.    By  A.  McF.  Davis.     Part  II:  Banking.     Pp. 


I 


34X  4-  i8  photogravure  plates.  (In  cloth  $2»oo.)  x.75 

3.  Theory  ot  Value  before  Adam  Smith.   Bv  Hannah  R.  Sewall.    Pp.  13a.       ijoo 

4.  Administration  of  Gty  Finances  in  the  U.  S.    By  F.  R.  Qow.    Pp.  144*     i-oo 

Volume  III9  xgoi 
X.    iWurteentfa  Annual  Meeting:    Papers  on  International  Trade;  Industrial 
Policy;  Public  Finance;  Protective  TarifiF;  Negro  Problem;  Arbitra- 
tion of  Labor  Disputes;  Porto  Rican  Finance;  Economic  History. 
Pp.  40a  Z.50 

2.  ♦The  Negro  in  Africa  and  AmericSi.    By  Joseph  A  Tillinghast.    Pp.  240.  i^S. 

3.  Taxation  in  New  Hampshire.    By  M.  H.  Robinson.    Pp.  233.  1.35 

4.  Rent  in  Modem  Economic  Theory.    By  Alvin  S.  Johnson.  Pp.  136.  .75 

Volume  IV,  1903 

X.    Fifteenth  Annual  Meeting:  Papers  and  Discussions  on  Economics  and 
Social  Progress.    Trade  Unions  and  the  Open  Shop;  Railway  Regu- 
lation; Theory  of  Wages;  Theory  of  Rent;  Onental  Currency 
Problem.    Pp.  298.  x.a5 

a.    Ethnic  Factors  in  the  Population  of  Boston.    By  F.  A  Bushee.    Pp.  Z7X.    1.00 

3.  History  of  Contract  Labor  in  the  Hawaiian  Islands.     By  Katharine 

Coman.    Pp.  74.  .75 

4.  The  bicome  Tax  m  the  Commonwealths  of  the  United  States.    By  Ddos 

O.  Kinsman.    Pp.  134.  xxxi 

Volume  V»  X904 

Sixteenth  Annual  Meeting.   Papers  and  Proceeding  published  in  two  parts. 
I.    Part  I — Papers  and  Discussions  on  Southern  Agricultural  and  Industrial 
Problems ;  Social  Aspects  of  Economic  Law ;  Relations  Between  Rent 
and  Interest    Pp.  240.  X.00 

Southern  Economic  Problems.    Reprinted  from  pirt  i.  .50 

Relations  Between  Rent  and  Interest    By  Frank  A.  Fetter  and  others. 

Reprinted  from  part  i.  .50 

a.  Part  II — Papers  and  Discussions  on  The  Management  of  the  Surplus 
Reserve;  Theory  of  Loan  Credit  in  Relation  to  Corporation  Eco- 
nomics; State  Taxation  of  Interstate  Commerce;  Trusts;  Theory  of 
Social  Causation.  xjoo 

Theory  of  Social  Causation.  By  Frank  H.  Giddings  and  others.  Reprinted 
from  part  a.  ^ 

3.  Monopolistic  Combinations  in  the  German  Coal  Industry.    By  Frauds 

Walker.    Pp.  340.  x.a5 

4.  The  Influence  of  Farm  Machinery  on  Production  and  Labor.    By  Hadley 

Winfield  Quaintance.    Pp.  iia  .75 

Volume  VI»  1905 

Seventeenth  Annual  Meeting.    Papers  and  Proceedings  published  in  two  parts. 

I.    Part  I — Papers  and  Discussions  on  the  Doctrine  of  Free  Trade;  Theory 

of  Prices ;  Theory  of  Money ;  Open  Shop  or  Gosed  Shop.    Pp.  aa6.    1.00 

a.  Part  II— Papers  and  Discussions  on  Government  Interference  with  Indus- 
trial Combinations ;  Regulation  of  Railway  Rates ;  Taxation  of  Rail- 
ways; Preferential  Tariffs  and  Reciprocity;  Inclosure  Movement; 
Economic  History  of  the  United  States.    Pp.  270.  x.oo 

3>    •The  History  and  Theory  of  Shipping  Subsidies.    By  R.  Meeker.    Pp.  230.    1.00 

4.    History  of  Labor  Legislation  in  New  York.    By  F.  R.  Fairchild.    Pp.  ai8.    1.00 

Volume  VII,  X906 

I.  Eighteenth  Annual  Meeting:  Papers  and  Discussions  on  The  Love  of 
Wealth  and  the  Public  Service;  Theory  of  Distribution]  Govern- 
ment Regulation  of  Railway  Rates;  Municipal  Ownership;  Labor 
Disputes ;  The  Economic  Future  of  the  Negro.    Pp.  325.  ijoa 

a.    Railroad  Rate  Control  By  H.  S.  Smalley.    Pp.  147.  1.00 
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3.  On  CoIlectiTe  PhenomenA  and  the  Scientific  Value  of  Statistical  Data. 

Bt  E.  G.  F.  GnrzanoYiki.    Pp.  48.  75 

Hand-Book  of  the  Association,  1906.    P0.  48.  as 

4.  The  Taxation  of  the  Gtom  Receipts  of  Railways  in  Wisconain.    By 

G.  £.  Snider.    Pp.  138.  tjoo 

Vohme  VIII.  1907 

I.  Nineteenth  Annual  Meeting:  Papers  and  Discussions  on  Modem  Stand- 
ards of  Business  Honor;  Wages  as  Determined  by  Arbitration; 
Commercial  Education;  Money  and  Banking;  Western  Qvilisation 
and  Birth  Rate;  Economic  History;  Goremment  Regulation  of 
Insurance;  Trusts  and  Tariff;  Child  Labor.    Pp.  a68.  ZjOo 

X    Historical  Sketch  of  the  Finances  and  Financial  Pobcy  of  Massachusetts 

from  1780  to  1Q05.    By  C  J.  Bullock.    Pp.  144.  1.00 

Hand-Book  of  the  Association,  1907.   Pp.  Sa  as 

3.  The  Labor  Legislation  of  Connecticut   By  Alba  M.  Edwards.    Pp.  32a.       iixi 

4.  The  Growth  of  Large  Fortunes.  By  G.  f.  Watkins,  Pp.  17a  IjOo 

Vdune  IX,  1908 
Hand-Book  of  the  Association,  1906.    Pp.  49.  as 

I.  Twentieth  Annual  Meeting:  Papers  and  Discussions  on  Principles  of 
Goremment  Control  of  Business;  Economic  Theory;  Agricultural 
Economics;  Money  and  Banking;  Agreements  in  Political  Econongr; 
Labor  Legislation;  Relation  of  tiie  Federal  Treasury  to  the  Money 
Market;  Public  Service  Commissions.    Pp.  311.  i^ 

a.    Chicago  Traction.    By  R.  £.  Heilnan.    Pp.  131.  ijoo 

5.  Factoiy  Legislation  of  Rhode  Island.    By  J.  K.  Towles.    Pp.  xi{|^  ijoo 
4.    ProgressiTe  Taxation  in  Theory  and  Practice.     Rerised  Edition.     By 

£.  R,  A  Seligman.    Pp.  334.    (Jn  cloth  $1^5.)  tas 

Volume  X.  1909 

I.  Twenty-first  Annual  Meeting:  Papers  and  Discussions  00  The  Making  of 
Economic  Literature;  Collectire  Bargaining;  Round  Table  on  Ac- 
counting; Labor  Legislation;  Employers'  Liability;  Canadian  Indus- 
trial Disputes  Act;  Modem  Industry  and  Familj  Life;  Agricultural 
Economics;  Transportation;  Rerision  of  the  Tariff;  A  Central  Bank; 
The  National  Monetary  Commission ;  Capitalization  of  Public  Serrice 
Corporations  in  Massachusetts.    Pp.  43^  ^SO 

a    Hand-Book  of  the  Association,  1909.    Pp.  59.  a$ 

3.  The  Printers.    By  George  E.  Bamett    Pp.  379-    (/a  cloth  Ujoo,)  ^-SP 

4.  Life  Insurance  Reform  in  New  York.    By  W.  H.  Price.    Pp.  95.  75 

Volume  XI»  19x0 

I.  Twenty-second  Annual  Meeting:  Papers  and  Discussions  on  History  of 
die  Association;  Observation  in  Economics;  Economic  Dynamics; 
Theory  of  Wages;  Countrjr  Life;  Valuation  of  Public  Senrice 
Corporations;  Trusts;  Taxation.    Pp.  38IS.  1.50 

a.    Hand-Book  of  the  Association^  191a    Pp.  79-  -^ 

3.  The  Child  Labor  Poliqr  of  New  Jersey.    By  A  S.  Field.    Pp.  239^  1.3$ 

4.  The  American  Silk  Industry  and  The  Tariff.    By  F.  R.  Mason    fp,  17&    ijoo 

The  publications,  1886-1910,  viz.,  First  Series,  New  Series,  Eoonomie  Stodiei. 
and  Third  Series,  twenty-eight  volumes,  in  cloth,  $94.00.  Special  price  to 
libraries  on  application.    The  supply  of  complete  sets  is  now  below  twenty. 

THE  ECONOMIC  BULLETIN 
Published  quarterly  in  1908,  1909,  and  1910,  and  containing  personal  notes,  news 
of  the  economic  world,  announcements  of  special  lines  of  mTestigatioii,  and  » 
classified  and  annotated   bibliography  of   the  current  books  and   artidcs   gd 
economic  subjects. 

Volume     I,  190S.    Four  numbers.  fajoo;  cadi    A» 

Volume    II,  1909.    Four  numbers.  fS<oo;  each    .00 

Volume  ni,  191a    Four  numbers.  |aoo»  caidl   J6o 
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